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CHAI RMAN BOX: Pursuant to Section 200. 850 of
the Adm nistrative Rules of the Illinois Commerce
Comm ssion to hear oral argument and rate case of
Commonweal t h Edi son Docket 07-0566, here in Chicago
are Comm ssioners Ford, O Connell-Diaz, Lieberman,
and Elliott, and mysel f, Chairman Box.

On August 13, 2008, the Conmm ssion on
its own nmotion decided to hold the oral argunments.
The topics for the oral argument are:

(1) embedded cost-of-service allocation issues; (2)
t he accumul ated provisions for depreciation and
amortization and accunul ated deferred income taxes;
(3) Rider SMP; and (4) underground cables and
services. A total of 160 mnutes is allocated for
oral argunent as indicated by the agenda.

Comonweal t h Edi son Conpany has the
burden of proof and shall present argunment first on
its issue. Commonweal th Edison will have an
allotted time for 10 m nutes, and if you wish to
reserve any rebuttal, it must do so in its allotted
time.

Fol |l owi ng Com Ed's st atenment,
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Comm ssion staff and other parties may present their
arguments. The anmount of time they are allotted is
speci fied on the agenda. A party's time may be

all owed to another party.

Ti me keep, could you please put the
monitor in plain view of the presenters and the tinme
keeper will also be monitoring your time.

Presenters will be given a warning one m nute before
that time has expired, and one other presenter you
only have one mnute so you will be given the start
and warni ng sign.

(Laughter.)

Bef ore we begin, are there any
procedural questions?

(No response.)

We will begin with oral argument for
embedded cost of service allocation for Commonweal th
Edi son, Emmtt House, John Rooney, John P.

Rat naswany, and G enn Rippie; Staff of the Illinois
Commerce Comm ssion and other parties to be
determned -- to be determ ned by the parties, and |

think there's been a change in batting order on ny
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list; first, the Attorney General; second, the City
of Chicago; third will be Illinois Industrial Energy
Consumers; fourth, Request Equitable Treatment Of
Costs Together; fifth, Building Operators and
Association; six will be Chicago Transit Authority;
seven, Citizens Utility Board and Commerci al Group;
and eight the U S. Department of Energy.

We will start with Commonweal th Edi son,
M . Rooney.

ORAL ARGUMENT
BY
MR. ROONEY:

M . Chairman, Comm ssioners, good
afternoon. My name is John Rooney and |'m arguing
here on behalf of Comonweal th Edi son Conmpany with
regard to cost of service, revenue allocation, and

rate design issues.

| will be addressing two issues, and
before | do that, | have reserved seven m nutes for
my direct and thirteen for rebuttal. The two issues
that | will be addressing first are, number one, the

proposed order erred in its determnation to inprove
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an across-the-board allocation methodol ogy and, two,
why the Conmm ssion should adopt Conmmonweal th

Edi son's proposed rate design and its rate

m tigation proposal.

However, before | get into the
specifics of each of those issues, | would like to
note the followi ng: Cost of service, revenue
al l ocation, rate design, each of these issues are
revenue neutral, Com Ed.

What you have before you ultimately on
t hese series of issues are two options: Option one,
setting rates based on cost of service; option two,
setting rates not based on cost of service through
an across-the-board allocation methodol ogy.

In the end, whatever option you choose,
Comm ssion, Com Ed will separate for the opportunity
to recover its Comm ssion-approved revenue
requi rement; indeed, in a tug of war between a rate
class, Com Ed is neutral. It stands neither to win,
nor |lose, as a result of the resolutions of that
struggl e.

Wth that in mnd, let's turn to the
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first issue. Why is the proposed order adoption
across-the-board allocation method inappropriate?
There's three reasons: First, it inappropriately
rejects Com Ed's E-cost as a basis for then going to
t he across-the-board met hodol ogy. I*11 address that
| ater.

Second, it moves away from the
Comm ssion's |long-standing policy to set rates based
on cost. | ndeed, the Comm ssion staff in its
initial brief admts to that point.

Third, the nmethodol ogy exacerbates the
exi sting subsidiaries and, indeed, creates new
subsi di es.

Why is that problematic? Well, it wil
make it more difficult for this Comm ssion in future
rate cases to move these rates closer to cost.

Let me give you an exanple. At present
Com Ed's 81 | argest customers currently pay rates
that only recover 44 percent of their cost of
service. I|f the Comm ssion adopts an
across-the-board methodol ogy in this proceeding,

that will only serve to reduce the percentage of
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cost recovery for those rates, thus, nmoving these
customers closer to cost in future rate cases wil
even be nmore difficult.

Now t hese 81 customers, for example,
|l EC members, Abbott Laboratories, Caterpillar,
Exxon- Mobi |, REACT nmembers, PVV M dwest Refi ning,
United Airlines, they're not paying the other 56
percent of their cost of service, so who is? |It's
the small and m d-1evel, non-residential custoner,
the small businesses, the not-for-profit
organi zations, stores that are, in fact, bearing the
burden of subsidizing that 56 percent.

In the end, Com Ed is going to recover
its rates, as | noted at the outset, however, we
believe it's inappropriate for the Comm ssion and,

i ndeed, for regulatory policy to not only continue
this level of subsidy but, indeed, increase it by
virtue of going with an across-the-board allocation
met hodol ogy.

Instead, | will turn to point number
t wo. Com Ed's urges the Comm ssion to adopt its

rate design proposal and its rate mtigation plan.
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Why? Com Ed's goal in this proceeding was to
reasonably apportion costs using the

Comm ssi on-preferred enmbedded cost met hodol ogy
approach and to mnimze subsidies, thus, Com Ed,
i ndeed, prepared and presented an E-cost and
submtted rates that npoved rates towards costs.

In short, the conpany presented to the
Comm ssion rates based on costs consistent with the
Comm ssion's |long-standing policy to set rates based
on cost-causation principles.

Com Ed did not pick winners or |osers
with regard to the customers, rather it proposes
rates that fully and fairly allocate the greatest
extent possible in this proceeding cost recovery to
t he various customer cl asses.

Rates are based on E-costs and E-costs
which is substantially simlar to the three prior
E-costs that this Comm ssion has approved and which
staff has endorsed, and, in fact, in this proceeding
staff again has no objection to the conpany's
E- costs.

Now Com Ed, in fact, considered a rate

10
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I mpasse. It considered a rate inmpasse for al
customers. In so doing its proposal, Com Ed has
devel oped a mtigation plan for the 81 customers |
have previously described. This rate mtigation
pl an seeks to nove those customers hal fway closer to
their cost of service.

Now you may ask why not a hundred
percent. Well, the reason is sinple. There are
subsidies that are currently in place today making
it very difficult for Com Ed to propose a full and
compl ete moving-forward cost and, thus, not
proposi ng that m dway. Why ?

COMM SSI ONER O CONNELL- DI AZ: M. Rooney, would
that result in rate shock? 1Is that the point you
are trying to make?

MR. ROONEY: We recognize that there may be
significant inpacts, Comm ssioner, to a full and
conpl ete novenent, so that's why we propose hal fway
in this proceeding.

Now why is that reasonable? Two
reasons: One, it moves these custonmers closer to

costs; two, it begins to reduce the subsidy burden

11
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that these other smaller and m d-sized
non-residential customers are facing.

Now, as | mentioned before, intervenors
were presented classic tug of war here shortly
bet ween the customer classes on rate issues. Many
of these parties seek to shift costs away from their
customer class on to other custoners. Several
exanmples of this include City of Chicago's A and P
proposal for E-cost average and peak method.

The CTA and Metra they're explicit in
their desire to continue to have rate subsidies and
ot her customers bear those costs; meanwhile, 11EC,
REACT, DOE, each seek to avoid cost-based rates and
mai ntain subsidies claimng infirmties in the
E-cost. Their criticisnms of the study, however, are
sel f-serving, and unavailing, and they should not be
accepted. The intervenors here identified specific
refinements to the cost study but these refinenments
don't get them very far.

The record shows that if you take Com
Ed's cost study and incorporate their own estimtes

of the inpacts without the MDS, m nimum distribution

12
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service, proposal -- proposed order properly
rejected, the rates for these customers remain far
bel ow costs; indeed, they're so far bel ow cost that
even with the mtigated rate increases that Com Ed
has proposed, their rates will not fully recover
their cost of service.

In the end, it is critical for al
parties to have predictability and consistency in
the rate-setting process. In this way Com Ed,
staff, and consuners all understand the framework by
which revenues will be allocated among customer
cl asses and the resulting rates will be set both now
and in the future.

To that end, Com Ed urges the
Comm ssion to approve its E-cost finding it valid
for setting rates and, two, adopt this proposed rate
design and rate mtigation proposal.

Thank you and |I'm avail able for
guesti ons.

CHAI RMAN BOX: M . Rooney, tell me how these cost
subsi dies start and why were they not elimnated in

t he past?

13
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MR. ROONEY: Excel | ent question, M. Chairman.
They have evol ved over a period of several years
several rates cases. In the last rate case, for
exanpl e, the Comm ssion determ ned that it was going
to give, for lack of a better term a break to the
CTA and Metra in recognition of public interest
i ssues, so they directed the company to provide them
bel ow cost rates; nmeanwhile, the Comm ssion also
decided in the last rate case to adjust the rates
for 79 of the large customers which resulted in
bel ow cost rates, so it's been a series of years
where this has come to pass, and what we're seeking
here today is just to move them hal fway, not
entirely all the way to full cost recovery.

CHAI RMAN BOX: There was ever a time these cross
subsi dies were reversed?

MR. ROONEY: Was there a reversal cross-subsidy
back in the days when you -- before deregul ation,
M. Chairman, where you had bundl ed rates and there
was argunment that the |arge customers were
subsi dizing residentials, but since the devel opnent

of distribution rates, it's really been subsidies

14
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t hat have trended to go towards the | arge

i ndustrials being borne by the -- being borne by the
small er and m d-sized non-residential customer

cl asses.

COMM SSI ONER O CONNELL- DI AZ: M . Rooney, you
referred to the last rate case. Was there anything
in the order that would have required the conpany to
file a different type of cost-of-service subsidy or
anyt hing of that nature?

MR. ROONEY: No. No, Comm ssioner. In fact, in
the |l ast rate case on one of the issues IIEC had a
proposal with regard to the mnimum distribution
system which the Comm ssion rejected, then they're
arguing that the company should be required to file
that in this case, and the Comm ssion rejected that,
and with regard to the CTA and Metra there was no
directive that the conpany should be required to
present rates in its next rate case that would
perpetuate the subsidies that they were getting as a
result of that.

MR. BOX: Thank you, M. Rooney.

MR. ROONEY: Thank you.

15
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CHAI RMAN BOX: Next will be the staff of the
I11inois Commerce Conmm ssion.
| have been told somebody |ikes the
O ympi c scoring.
COMM SSI ONER O CONNELL- DI AZ: " 11 wait. ' m
waiting for people that are under age.
(W tness sworn.)
CHAI RMAN BOX: Not from this group.
COWM SSI ONER FORD: Speak for yourself.
CHAI RMAN BOX: M . Feel ey.
ORAL ARGUMENT
BY
MR. FEELEY:
Good afternoon, Chairman,
Comm ssi oners. My name is John Feeley and |
represent the staff. | will discuss the first two
i ssues of cost-of-service allocation issues, nore
specifically staff's across-the-board increase
proposal, and the accunul ated provisions for
depreciation and anortization issues.
My co-counsel, M. Fosco, wll address

the third and fourth issue of Rider SMP and
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under ground cabl es and se

rvices.

To the extent that you hav

on any other issues, nyse
ot her co-counsel, M. Bor

answer your questions.

| f, M. Fosco,

ovik, will be

e questions
and our

avai l able to

Staff supports the proposed order

conclusions that the fairest allocation

of rates in

this case is based upon the across-the-board

i ncrease.

You shoul d adopt the propo

sed order

recommendation to increase existing revenues and

rates by an equal percentage across-the-board basis

rat her than according to the cost-of-service study

as the conmpany and sone other parties p

Com Ed and certain other

ropose.

parties' argument agai nst

t he across-the-board proposal all fai

for the unique and diffic

ult circumstan

to account

ces electric

rat epayers now in Illinois are facing today.

Com Ed customers have already had to

endure sonme significant increases and the conmpany

seems to indicate that further requests

i ncreases can be expected

in the future

f or

in an

17
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ongoi ng and nmore frequent basis.

Com Ed recently conpleted a
transm ssion rate case that included an increase of
93 mllion in transition revenue requirements.

Power costs for bundled custonmers increased on June
1st of this year with average billing increase for
residential customers estimated by Com Ed to be 2.5
percent and in this docket under the proposed
orders, proposed revenues billed would increase by
approximately 12 percent.

Finally, Com Ed was required to
mtigate the inpact of its recent rate increase by
rebating approximately 500 mllion to conmon
rat epayers, and |less than a year ago this Comm ssion
issued its final order in Docket 07-0166 in an
investigation of Com Ed's rates to address concerns
rai sed by Com Ed's custoners to the IlIlinois General
Assenmbl y.

Al'l of this leads staff to concl ude
that bill impacts are an overriding concern for the
conpany, the Comm ssion, and ratepayers.

It's staff's position that the nost
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reasonabl e approach to address these concerns is
with an equal percentage across-the-board increase
on existing rate elements. That approach recogni zes
that Com Ed's customers have been financially
stressed by significant increases in electricity
costs; therefore, staff finds this method to be nost
equi t abl e under the current circunstances.

If the Comm ssion were to revise the
rates set in Docket 07-0166 |ess than a year after
they were set, that would be confusing to ratepayers
who are facing further bill increases as a result of
this case.

These difficult economc times the
rat epayers find thenselves in necessitate the
adoption of staff's across-the-board proposal in
order to prevent disproportionate increases and
already financially strapped ratepayers.

One final point that | want to clarify
is that staff's support for the across-the-board
increase i s not based upon all eged shortcom ngs that
|  EC and ot hers have raised in Com Ed's

cost-of -service study. I n particular, staff

19
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di sagrees with the Il EC that the study should have
included the mnimum distribution system

It's staff's position that the m ninum
di stribution system inproperly allocates costs on a
customer basis -- on a customer distribution -- on a
customer basis distribution level, costs that are
appropriately considered demand-rel ated. The
Comm ssion over the years has rejected the m ninum
di stribution system  Thank you.

CHAI RMAN BOX: M. Feeley, | just have one
gquesti on. Do you agree that small businesses and
m d-si zed busi nesses are subsidizing the | arger
users for the record?

MR. FEELEY: Sure, but if you don't do
across-the-board and you nove to the cost-of-service
system you are going to have disproportionate
increases on other ratepayers, and just given the
current financial times, the stress that all
rat epayers are under, | think it's best -- in their
best interest to just do the increase
across-the-board, and we're not saying that this

shoul d continue for infinite, but, just given these

20
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circunmstances and these tinmes, in this case you
should go with the across-the-board proposal

i ncrease.

COWMM SSI ONER O CONNELL- DI AZ: M . Feeley, doesn't

the rate mtigation plan assist those customers that

are now what | call "on the gravy train" to, in
fact, pay their fair share of what these costs are?

MR. FEELEY: If you go that way, the increases
are going to be disproportionate. Sonme people are
going to pay huge increases and others are going to
pay -- they're not going to see increases, and the
fairest way is just to increase everyone's rate by
what ever the overall increases are.

COMM SSI ONER O CONNELL- DI AZ: How does that nove

us towards the guidance principle of cost-causation?

How does that get us to that?

MR. FEELEY: G ven these tinmes, you have to put
t hat aside. You can nmove that perhaps in the next
case, but just given these -- the conditions that
rat epayers are all under, the fairest thing in
staff's opinion is to do the across-the-board

proposal .

21
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COWMM SSI ONER O CONNELL- DI AZ: How is that fair to
the one that's paying for the one that's being
subsi di zed?

MR. FEELEY: How is that fair? Well, | guess a
response would be howis it fair for someone to
suddenly pay something that is going to double or
triple, and that's not going to happen if you go to
t he across-the-board proposal.

COMM SSI ONER O CONNELL- DI AZ: How woul d we get
past that and noving there to the actual costs? How
do we get there?

MR. FEELEY: You are not getting there in this
case. You can address that perhaps in the next
case, but given the circumstances that exist now,
the across-the-board proposal is the fairest

alternative.

COWM SSI ONER FORD: But it still shifts the noney
fromthe large -- non-residential to the
residential . Is that fair? Tens of mllions of

dollars would be shifted from non-residential to
residential customers, and |I'm |l ooking -- |I'm sorry

-- to small customers, and |I'm | ooking at the

22
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m d- peopl e.

MR. FEELEY: But, again, people know if you can
go with the across-the-board you know it's going to
go up by a certain percent. If you go with the
cost-of -service study, some people are going to go
way up and ot her people are going to go way down.
Across-the-board treats the increase equally and
that's the fairest given the tinmes that we're under.

COWM SSI ONER O CONNELL- DI AZ: | guess it depends
on which side of the blanket you are on. I f you are
subsi di zing or you are not subsidizing, then |I guess
the fairness issue is that's how you woul d determ ne
t hat .

MR. FEELEY: | don't -- well, | guess | have
responded to that.

CHAI RMAN BOX: Any ot her questions?

(No response.)
Thank you, M. Feeley.
MR. FEELEY: Thank you.
CHAI RMAN BOX: Next is the Attorney General Elias

Mossos.

23



10

11

12

13

14

15

16

17

18

19

20

21

22

ORAL ARGUMENT
BY
MR. MOSSOS:
Good afternoon. My nanme is Elias
Mossos on behalf of the People of the State of
Illinois and I would like to address three issues:
First is the rejection of Com Ed's cost-of-service
study; second is the II1EC's primary/secondary split,
and if we still have time, the |1 EC/ MDS proposal .
First, as everybody knows, cost of
service is a zero-sum gane. Rat es shoul d be
cost -based ideally, but the only way to do that is
to rely on a valid cost-of-service study. Wthout a
valid cost-of-service study, there is no basis so
there's no debit. One class of customers there is a
hi gher or | ower increase over another cl ass. I n
this case the ALJ found and many intervenors' argue
that the cost-of-service study was fl awed.
If you do find that the cost-of-service
study is deficient, then the rate should be nodified
by the sanme percentage increase across-the-board for

all customer cl asses.
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While the deficiencies that many
intervenors raise in this case affect allocations
among non-residential customers, these deficiencies
affect all customer classes because Com Ed's
cost-of -service study do not allocate costs between
residential to non-residential customers and divide
them further, instead Com Ed's study all ocates costs
over all custonmers sinultaneously.

For instance, when |I1EC nmodified Com
Ed's cost-of-service study, the result was an
increase in non-heating residential class with a
simul taneous decrease to the heating residentia
cl ass even though they use nore electricity, so
wi t hout a valid cost-of-service study, all customer
cl asses should receive the sanme percentage increase.

Second, II1EC tries to separate the cost
fromthe primary to secondary |ines. |1 EC' s
anal ysis, because it contains a serious analytical
flaw on Il EC Exhibit 3.2, the number of feet of
primary and secondary wires and cables that Com Ed
installed between 2002 and 2006, is depicted.

| | EC assunmes that each foot of wire and

25
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cabl e had the sane size, regardless of its function,
and, in fact, larger and heavier wire contains nore
metal and can be nore expensive to purchase.

We submtted evidence showi ng that some
of the wire and cable relied on by IIEC in this
analysis can be 20 to 30 percent heavier than they
anticipated making it that much nmore expensive.

|1 EC also clainms that certain costs are
associated with this primary/secondary split, such
as higher costs for poles and cross arms for the
primary system however, none of these costs are
i ncluded anywhere in their analysis, and for this
reason we urge you to reject their proposal.

Third, we take issue with the m ni mum
di stribution system proposed by I1EC. While the ALJ
held that the MDS request is basically mpoot since
the cost-of-service study is rejected, we would Iike
to point out some of the flaws in II1EC s request.

As everyone knows, this Conmm ssion has
rejected MDS for decades. | | EC says that they now
have real evidence to prove that the MDS exi st.

This evidence is nothing nmore than the Nati onal
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El ectric Safety Code M nimum Standards, which I1EC
states are entirely custonmer-related with any
addi ti onal costs being demand-rel at ed.

So the problemis that these NES
standards are not based on the nunber of customers
but on many other factors, such as the expected
electricity consumption, topography, popul ation
density, building, et cetera.

Oddly enough, |1 EC does not even use
t hese m ni mum standards to conduct the proper
analysis that applies to Com Ed, instead they
anal yze estimated customer-demand percentages from
utilities in Mssouri, Kansas, Colorado, and
Mont ana, and, as our evidence in the record shows,
these utilities bear no simlarities to Com Ed or
Com Ed's service territory and they should not be
used as proxies.

So, for those reasons, MDS should be
rejected, and |I thank you for your attention.

CHAI RMAN BOX: M. Mossos, did the Attorney

General's Office challenge the cost-of-service study

in the last rate case of Commonweal th Edi son?
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MR. MOSSOS: In the last rate case | do not
recall if we did. It wasn't part of this. | t
wasn't mentioned in this record.

CHAI RMAN BOX: You want to check with your
of fice. |s the same cost-of -service study we're
dealing with this case | think we dealt in the 'O05
case?

MR. MOSSOS: Yes, we did, but we rejected
Com Ed's proposal to lump all residential classes
into one class instead of the four | believe it is
now.

CHAlI RMAN BOX: \What we are tal king about today
was consi dered fl awed.

MR. MOSSOS: | don't believe it was and, even in
this case, we do not take a position one way or
another on the validity of the study.

Our problemis that if the Comm ssion
finds that the cost-of-service study is deficient,

as it applies to the non-residential classes, then

t hat deficiency spills over to the residential class

so it should be rejected across the board. There's

no reason to conclude that it's defective for the
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non-residential classes but the cost-of-service
study is valid for the residential class.

COMM SSI ONER O CONNELL-DI AZ: So, Counsel, what
you are saying what we do in one area affects the
total picture?

MR. MOSSOS: Correct, and that's what we saw in
the Il EC exanmpl e.

COVMM SSI ONER O CONNELL- DI AZ: And, Counsel, you
mentioned prior Comm ssion precedence with regard to
this issue. Is it your position that we should
recogni ze prior precedence with regard to rejection
of the arguments that have been raised and you
suggested are deficient?

MR. MOSSOS: In regard to the MDS proposal ?

COWMM SSI ONER O CONNELL- DI AZ: Yes.

MR. MOSSOS: We agree as far as MDS is affected,
yes, because nothing's been submtted thus far.

CHAlI RMAN BOX: Just going back to M. Rooney's
argunent earlier, do you think that based upon what
you see in the record that the |larger customers are
bei ng subsidized by the smaller customers, and, if

so, should that not be corrected?
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MR. MOSSOS: Dependi ng upon who you ask, they
m ght say that that's in the record. It's not a
position we took anywhere in the record and, as |

stated, rates should be cost-based ideally, but in
order to do that you need a valid cost-of-service
study, and based on what the ALJs decided, that's
probably not the case here.

CHAI RMAN BOX: But you are recommendi ng

across-the-board?

MR. MOSSOS: We did not take a position one way
or anot her. If the cost-of-service study is valid,
that's fine, but if it's not valid for one class of

customer, it's not valid for the remaining
customers.
CHAlI RMAN BOX: Okay. Any questions?
(No response.)
Thank you very nuch.
MR. MOSSOS: Thank you.

CHAI RMAN BOX: Next, City of Chicago.
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ORAL ARGUMENT

BY

MR. JOLLY:

Good afternoon, Chairman Box,

Comm ssi oners. My name is Ron Jolly. | am an
attorney representing the City of Chicago in this
matter. My remarks today will be limted to the
proposed order concl usions concerning Com Ed's
cost-of -service study.

In particular, the city supports the
proposed order's finding that the cost study is
flawed in several inmportant respects. No party
di sputes that a fundanental precept of cost of
service and rate design is that costs should be
traced to cost-causers.

| ndeed, M. Rooney described Com Ed's

support in his remarks today. However, the record

shows that support of the concept for Com Ed appears

to be a bit slippery because there are instances,

the record shows, where Com Ed's support for tracing

case to cost-causers is not so sacrosanct if it --

if doing so would cause too nmuch inconvenience for
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t he conpany.

In particular, one example of Com Ed's
wavering loyalty to cost-causation concerns the
city's street lighting account. City witness
Ed Bodmer testified that Com Ed's cost study has
failed to account for significant cost differences
in serving city street lights versus serving the
street lighting in municipalities. M . Bodmer
poi nted out that the city owns the poles, the
secondary wire, and other conponents of its street
i ghts.

Com Ed's cost study, however, ignores
t hese i nmportant facts and assunes that Com Ed
provi des those conponents to the city. The proposed
order agrees with the city and finds that 75 percent
of the city's street lights are attached to
city-owned poles.

The proposed order continues finding
that Com Ed should be required to conduct an audit
of the city street lights before its next rate case.

In its brief on exceptions, except

after paying lip service to its claimthat the
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proposed order is wong on the facts, Com Ed
ultimately states that even if the city and the
proposed order are right, that does not nmean the
Comm ssion should reject its cost study. Apparently
Com Ed is cavalier when it conmes to tracing cause to
causes in certain instances.

Al t hough the utility concedes, al beit
impliedly, that its cost study is not perfect, it
argues that it should not be required to cure its
i mperfections if it means too much work or cost too
much money.

Com Ed's |l aissez faire attitude has
real inplications for real custoners. In this case
if Com Ed's position is accepted, the city will be
required to subsidize other members of the
dusk-to-dawn street |ighting class.

In a time where governnments
across-the-board are facing seemngly
ever-increasing deficits, imposing unwarranted costs
on the city is unfair and is contrary to established
cost-causation principles, perhaps nore salient

exampl es of Com Ed's apathy towards cost-causati on
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concerns testimny showing that the utility's cost
study's failure to distinguish between 10 megawatt
customers who take service at primary voltage and
t hose taking service at secondary voltage.

Whi |l e concedi ng that accounting for

this difference m ght inprove the cost study, Com Ed

witnhess Heintz testified that the manner in which

Com Ed keeps its books does not facilitate

recogni zing this distinction; in other words, Com Ed

concedes that subsidies exist and that its cost
study could be inproved by elimnating these
subsi di es but apparently would be too nuch trouble
to correct this imperfection. This is yet another
exampl e of where Com Ed does not foll ow

cost -causation principles.

That concludes ny remarKks. " m
avail able for any questions you m ght have. Thank
you.

CHAlI RMAN BOX: Thank you. Any questions for
M. Jolly?
(No response)

MR. JOLLY: Thanks.
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CHAI RMAN BOX: Next is the Illinois Industrial
Energy Consuners.
ORAL ARGUMENT
BY
MR. ROBERTSON:
May it please the Conmm ssion, | won't
i ntroduce nyself because our name's been mentioned
up here a couple of times and | don't have any gravy
on my tie, Comm ssioner.
(Laughter.)
| would like to mention that M. Rooney
and | probably don't agree or disagree too much
phil osophically on the cost-of-service principles on
t he case.
OQur position is that the conmpany's
study is flawed and shouldn't be used for revenue
al l ocation and rate design. W presented sonme
alternatives people didn't |ike here. You heard
some of the criticisms of the alternatives that we
presented which means that there's no valid study on
the record. Under that circumstance, it seenms to ne

t he Comm ssion has no choice but to do an
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across-the-board increase in the absence of a valid
st udy.
So cost of service is a basic and

fundament al rate-making principle. Cost -causati on

is a principle to be recognized in all cost studies.

Cost of service study for Commonweal th Edi son had
three objectives. The first was to allocate rates
based on costs. The second was to come as close as
possible to the cost studies as far as format is
concerned that they had presented in the past, and
the third was to rely on their booked costs as much
as they coul d.

Of those three principles, their
wi tness said the nost inmportant was all ocation of
costs according to cost-causation. All right.
Unfortunately, Com Ed's study does not neet that
principle. It does not allocate costs on the basis
of cost-causation. Why is that? |It's because the
conpany does not recognize the secondary/primary
split that you have heard tal ked about here today,
and, as a result, it allocates costs of the system

to customers who don't use it.

36



10

11

12

13

14

15

16

17

18

19

20

21

22

There are customers on the system who
do not use the secondary system  They use only the
primary system and under Com Ed's approach they
al l ocate secondary costs to these customers.

Nobody, nobody di sputes that that is, in fact, the
case, not even the conpany's witness who testified
in cross-exam nation that was, in fact, the case.

Now what does that mean? |t means by
definition the conpany has m sall ocated a
substantial portion of the distribution system based
on its failure to include the primry/secondary
split. If you have m sallocated a substanti al
portion of the system it is difficult to say that a
customer group i s subsidizing another customer group
in the absence of a proper allocation which does not
exist in this case.

Now t he conpany has argued that with
regard to -- now there were other flaws in the
conmpany's study as well. One was the failure to
recogni ze a substantial portion of the distribution
system is customer-related. It's been called the

m ni mum di stribution system The other is that the
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company's study produced anal ogous and il l ogical
results.

Now those results in the original study
produced rates that had distribution facilities'
charges for high-voltage customers that are |ess
costly to serve and | ower rates for
| ow-vol t age customers who are more costly to serve.
The company had flipped the rate rel ationships that
had been present in those cases for many, many
years.

The study al so produced rates for |arge
delivery service customers which were substantially
in excess of those for other Illinois utilities.

Ameren-1llinois had rates which are
simlar somewhat to Commonweal th Edi son's rates.

OQur witness did an analysis to conpare Ameren's
rates for simlar-sized customers to Conmonweal th
Edi son's rates for simlar-sized customers and found
that there was a significant difference, and,
however, the per unit cost-of-delivery service for
Ameren and Com Ed are within the sanme range, so we

have a per unit cost-of-delivery service for two
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utilities that is approximtely close together and
then we have rates for that delivery service for the
same size customers which are greatly apart.

So we thought there's something not
right here. There's something wong with this
study, and we also noticed that the conpany's
proposal produced increases in revenue
responsibility of 225 percent for sonme custoners,
and these were the 10 megawatt custonmers served at
standard voltage.

When the conmpany made some adj ustments
in its rebuttal case in this case to reflect sone of
the criticisms that had been made of the study, not
all of them just some of them that for that rate
class their increase went down to 142 percent, a
change of 100 percentage points for just a
relatively small change in the conpany's
cost-of -service study. Something is not right.

Now, in addition, the conmpany -- as |
stated already, everybody agreed that
secondary/ primary split is something the conpany

didn't do, and | think everybody's pretty nmuch in
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agreement as a result there are costs allocated on
the systemto customers who do not use it.

COWM SSI ONER FORD: M . Rooney in their
mtigation plan didn't they propose they would
adj ust for any economc impact resulting fromthe
primary and secondary split?

MR. ROBERTSON: The mtigation proposal takes
rates to 50 percent of the cost in the first step,
and they claimthat those rates were | ower than the
rates that m ght be acconplished if you did a
secondary/ primary split as we propose it. They
don't |ike our method. Nobody | i kes our method.
The ALJ doesn't |ike our method for doing that, so
who knows what's right here, except they didn't do
the primary/secondary split.

OCkay. And I'mlosing track of the
gquesti on.

The answer to the question is only in

the first year at the first stage, is that the case?

That's not the case when you do a full rate

i ncrease, so we didn't think that that addressed our

concern and it doesn't address the concern of the
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fact that there's $920 mllion of distribution

facility costs that Comonweal th Edi son has out of a

$2 billion revenue requirenment that is m sallocated
in some respects because it doesn't distinguish
bet ween the primary and secondary system

COMM SSI ONER O CONNELL- DI AZ: How many affected
customers are we tal king about?

MR. ROBERTSON: How many what ?

COMM SSI ONER O CONNELL-DI AZ: Affected customers.

MR. ROBERTSON: | don't know the nunber.

M. Rooney nentioned a figure of 81 | think.

Go ahead, M. Rooney.
MR. ROONEY: In ternms of --
COWMM SSI ONER O CONNELL- DI AZ: Pri mary/ secondary
split.
MR. ROONEY: -- primary/secondary split? Well,
in terms of the propensity 81 customers, | don't
know t he breakdown within that.

MR. ROBERTSON: It's less than a percent of their
total nunmber of custonmers.
MR. ROONEY: That's correct.

MR. ROBERTSON: And they may make that point, but

41



10

11

12

13

14

15

16

17

18

19

20

21

22

that's the wrong point, too, and it's the wrong
poi nt, too, because those custonmers represent
one-fifth, one-fifth of the Comonweal th Edi son
electrical load. That has a significant inpact on
t he econony of the State of Illinois and they are
treating in that coment a |arge industrial customer
t hat may use hundreds and thousands of
kil owatt-hours or hundreds of megawatts the sanme as
you would a small tiny customer who's heating or
using electricity to heat their summer cottage.
It's not a good conparison. The better comparison
is what percentage of load is represented here.
It's a significant percentage.

Now we al so mentioned the m ninum
di stribution system It is true -- it is true that
t he Conmm ssion has never accepted, and |'m al ways
hopeful, a m nimum distribution system and,
however, just to make it clear, this is not
somet hing we came up with on our own. You invited
the m ni mum di stribution systemto be addressed in
your |l ast rate order in a Commonwealth Edi son case.

You invited us or other parties to do it.
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We went out and hired a fell ow who used
to work for Aquilla (phonetic) that has done these
studi es based on the actual National Electrical
Safety Code and he took a | ook at what was goi ng on.
He's done them for other utilities. Hi s proposal
had been accepted by other comm ssions and it's a
little bit different than the hypothetical things we
have been dealing with here in Illinois in the past.
This is nore of a realistic thing.

The customer conmponent is identified
because the distribution system nmust meet the code.
The cost of neeting the code does not vary with
demand. The cost of nmeeting the code varies with
customers, and we put on extensive testimny about
why that is true. The cost of meeting the code can
be distinguished fromthe cost of meeting the demand
and we put on extensive testimny about that. The
cost of meeting the code is the cost of meeting the
m ni mum di stri bution system needed to serve
customers.

Now t he Attorney General has said

gee-whiz there are all these other things that
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affect the code. For electric allocation,
cost-of -service study, there's three principle means
for allocation: Demand, electricity, and energy.
The whole systemis a function of a | ot
of other things, the hydrogen coal, you know, how
far does it go in the ground, the size of the wre,
and all that other stuff that's affected by
di fferent things, but when you go to the final step,
it's either energy customer or demand, and in the
case of the distribution system, it is customer and
demand only according to the NARUC manual cited by
Kroger in its brief.

Now Com Ed defends its study in several

respects. It says that it's consistent with past
practice. | think you asked a question about this,
Comm ssi oner . Except for the original study

presented in the very first delivery service case in
Docket 99-0117, Commonweal th Edi son studi es have not
been used for allocation of revenues for rate
classes within a non-residential class since 1999.
Secondly, in that 1990 case you only

set the rates for the non-residential custoners
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because they were the only ones eligible for
delivery service under the statute as it existed at
that time in October 1999, and there was a different
rate structure.

Comonweal t h Edi son was a
fully-integrated utility. The residentials weren't
going to deliver service. There were a whole | ot of
issues there. The cost-of-service study was not the
maj or issue in the case because, quite frankly,
residentials weren't involved, so we didn't need a
| ot of big discussion |Iike some of the discussions
we had today about the inmpact of residentials.

So then in 01-0423 the conpany and the
Comm ssion rejected the use of the company's study
for allocation within the residential class, and the
Comm ssion, and the conmpany, and |1 EC went al ong
with the across-the-board increase within the
residential class, so there's sonme precedence for
across-the-board if you just determ ne there's no
valid study in the record here upon which to base
rates.

Secondly, in the |ast docket we
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objected to their study vociferously, and they -- |
don't want to say they didn't present but nodified a
service study in the surrebuttal portion of the case
whi ch nobody got a chance to reply to.

So even with that, in your order in
t hat docket you found that you were persuaded that
it was less costly to serve the -- let me get this
right. | think I got it wrong -- that it was |ess
costly to serve very l|large |l oad customers than it
was to serve the smaller | oad customers.

Al'l right. So you, yourselves, have
not used this study fully. Yes, you have used it
for allocation of the revenue responsibilities
bet ween the residential and non-residential at a
very high level, but within the non-residenti al
class, you really haven't used it for very nuch of

anything since that very first case.

My time is up. | will be happy to
answer questions. | have got three nmore pages of
argunent if you want to hear it, but | don't think

anybody behind me does.

(Laughter.)
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CHAI RMAN BOX:

Maybe they wil

go to ny

guesti ons. So you take issue with the fact that

M. Rooney's saying that

subsi di zed by the smaller?

MR. ROBERTSON:

Yes, | do,

| arge custoners are being

and the reason | do is

because | don't think there's a valid study in the

record that would allow us to make that

determ nati on unl ess, of course,

you want

to do our

study with the m nimum distribution system

CHAI RMAN BOX:

Any ot her questions?

(No response.)

Thank you very much.

MR. ROBERTSON:

CHAI RMAN BOX:

Thank you.

Next the Request

Treat ment of Costs Toget her.

COMM SSI ONER O CONNELL- DI AZ:

audi ence can see you.

MR. TOWNSEND

t hem

We have got

handout s

if

Equi t abl e

Make sure the

t hey want
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Townsend on

Equi tabl e All ocation of

| ar gest and

Nort hern 111

suppliers, they're interested in providing service

to residenti

Com Ed' s proposed all ocation of

si mul t aneously woul d have,

ORAL ARGUMENT

BY

MR. TOWNSEND

Good afternoon.

behal f

REACT brings together

most prom nent

i noi s.

al cust

Toget her

Chri st opher J.

of the Coalition to Request

users of

Al ong with retai

omers in Com Ed's service area.

on the one hand,

Costs Toget her, or REACT.
some of the

electricity in

el ectric

this diverse group reacted to

costs that

massive, unjustified rate increase upon Com Ed's

| argest customers while at

ot her hand,

competition for

flaws, the proposed order

Com Ed' s proposed allocation was

i nequi t abl e.

i mposing an artificial

Com Ed's smal |l est

the sanme tinme, on the
barrier to

custoners.

Wth regard to these two fundament al

First

Com Ed's

i mproper

properly concl udes that

i mproper and

al l ocati on

i mpose a
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woul d have resulted in a huge disproportionate rate
increase for its |argest customers.

The proposed order properly concludes
that Com Ed's allocation methodol ogy should not be
used and instead reconmends an across-the-board
12. 78 percent increase.

Com Ed's proposal would have increased
rates for its |largest customers by over 100 percent
and inposing half of that increase in this rate case
and the other half in Com Ed's next rate case.

As M. Robertson expl ained, the basis
for Com Ed's proposed allocation of its costs to its
| argest customer is unjustified. In fact, it
borders on absurd.

For things as sinmple as the nunber of
di stribution poles, the amount of underground I|ine,
the cost of tree-trimm ng, Com Ed's enmbedded
cost-of -service study assunes the cost to serve two
15 megawatt | arge industrial custonmers is identical
to the cost to serve 3,000 residential hones.

Far from shying away from their

responsibility to pay their fair share, the menmbers
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of REACT requested Com Ed to cal cul ate the actual
cost to serve the 79 |argest custonmers. Com Ed
refused -- Com Ed refused to even say how much it
woul d cost to perform that type of analysis.

The proposed order correctly concl udes
that Com Ed's cost study is flawed. Recogni zi ng
this problem and not having the actual data to serve
the | argest customers and believing the testinony of
Com Ed's president that its current rates are fair
and that they do not contain any cross-subsidies,
the ALJs appropriately assigned an across-the-board
i ncrease. REACT supports that concl usion.

The other way in which Com Ed
i mproperly allocated its costs dealt with the split
between its delivery services rates and its supply
rates. As you know, Com Ed continues to provide
both delivery services and supply services to its
residential customers.

Regardl ess of the fact that Com Ed
doesn't own generation any longer, it still procures
supply and it bills its customers for that supply as

well as the adm nistrative costs associated with
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supply. It's this supply rate against which retai
el ectric suppliers must conpete.

In addition to adm nistrative costs,
Com Ed al so incurs both delivery services and
supply-related customer care costs.

Com Ed recognizes that it incurs costs,
including costs associated with providing
information regarding its rates, actually billing
the customers, addressing billing questions, and
resol ving disputes.

Com Ed nust programits conputers in
order to build its supply rates. It nust hire and
train people in order to be able to answer questions
regardi ng the supply charges that it charges, and it
must resolve billing disputes with regard to the
supply rates that it charges, but Com Ed has
proposed to recover all of its customer care costs
fromits delivery services rates thereby
artificially increasing its delivery services rates
and reducing the supply rate agai nst which RESEs
must conpet e.

REACT presented the expert testinmony of
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Jeffrey Marola who quantified the amount of customer
care costs that Com Ed inproperly allocated.

M. Marola issued discovery asking Com Ed what the
actual supply-related customer care costs were that
t hey incurred.

Com Ed responded zero, zilch, nota,
not hing, that is although Com Ed admts that it
derives all of those supply-related customer care
services, it claims that it didn't incur any
supply-related customer care costs.

M. Marola investigated further and he
cal cul ated the total amount of care costs that
Com Ed has incurred and he devel oped and applied an
al l ocation met hodol ogy. It resulted in a
conservative allocation of 40 percent of those costs
bei ng assigned to the supply rates and 60 percent
remaining with the delivery services rates.

M. Marola then confirmed that this
treatment was simlar to the way in which customer
care costs are addressed in other states where there
are conpetitive markets.

To the extent that you have any
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guestions regarding the methodol ogy that M. Marol a

used, M. Marola is here today by phone to be able
to assist in answering questions.
The proposed order agrees that Com Ed

did not properly allocate these costs but it fails

to take the next step to order Com Ed to reall ocate

those costs now, so until this issue is resolved,

Com Ed's delivery services rates are going to be too

hi gh and the supply rates against which RESES must
conpete will be too | ow.

Respectfully, conpetitive suppliers
wi Il be discouraged from entering the conpetitive
mar ket for residential customers in Illinois.

REACT respectfully requests that the

Comm ssion accept the course that the ALJ charted

for an across-the-board i ncrease and order Com Ed to

stop bl ocking conpetition for residential customers.

Thank you.
CHAI RMAN BOX: Thank you, M. Townsend.
Any questions?
(No response.)

Thank you.
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MR. TOWNSEND: Thank you.
CHAI RMAN BOX: Next is Building Operators and
Managers Association, M. Mnson.
MR. MUNSON: | also have courtesy copies if
anybody needs a handout.
ORAL ARGUNMENT
BY
MR. MUNSON:
Good afternoon. My name is M chae
Munson on behalf of Building Owners and Managers

Associ ation of Chicago.

BOMA represents the interests of 270

commercial office buildings downtown. | think

there's a bit of a m sconception of our custonmer

group, so it represents the interests of those 270

buil dings and its 8,000 tenants, |arge and small
busi nesses, governnment entities, non-for-profits,
t hat are housed in those buildings and enpl oyi ng
240, 000 peopl e every day.

Those tenants, those busi nesses,
non-for-profit, pay a hundred percent of the

buil ding costs and energy costs, over a third of
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operating costs in the building, rising
preci pitously just passed real estate taxes, and the
hi ghest costs in the city.

Now because | have very little time,
| " m providing a visual. Wy don't we | ook at sone
of the facts before making a decision to mtigate.

This is a graph that we constructed
using Com Ed rates and profiles. Com Ed's published
rates and | oad profiles supplement M. Sharfman's
testi mony, BOMA Exhibit 2, and adds in the graph a
little differently adding in the across-the-board
rate increase. This is since the inception of
deregulation in Illinois and shows what's really
happened here with the rate cl asses.

Now on the right-hand side on the
ri ght -hand column are notations of rate classes.
Now they're the old-size classes instead of the
extra |l arge |l oad, large |oad, et cetera, and |'m out
of time. | suggest let's ook at the long-term
i mpact before making any decision to inpact rates.
Thanks.

CHAI RMAN BOX: Any questions of M. Munson?
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(No response.)
Next we have Chicago Transit Authority
and Metra, M. Gower.
MR. GOWER: Yes, sir.
ORAL ARGUMENT
BY
MR. GOVER:
Good morning, M. Chairman,
Comm ssi oners. My name is Ed Gower. | represent
Metra in this matter. M . Bal ough represents the
CTA. We have agreed to split up the issues and |
wi Il be addressing the Conmm ssion on the
cost-of -all ocation issues.
| want to address a couple points up
front. First of all, it is Metra and CTA's position
that they are not currently subsidized, that there
is no valid cost-of-service study, and that the
comments concerning the subsidies are overstated.
Second, we're probably the only honest
people in the roomto say that if you are going to
subsi di ze somebody, it should be us and for good

policy reasons.
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(Laughter.)

Metra provides inner-city rail service
for 83 mllion riders in over a 475-mle system
The CTA provides mass transit and bus service for
$430 mllion riders in Illinois through the City of
Chi cago and through 40 suburbs.

The CTA purchases and Com Ed delivers
350 mlIlion kilowatt-hours annually to the CTA for
traction power to power the CTA rapid transit cars.
Metra purchases approximately a hundred mllion
kil owatt-hours annually to power its electric train
service district. They're both funded through a
combi nati on of farebox revenues, sales tax, and
federal and state grants.

Both Metra and the CTA are operating
nemesis of the RTA. They both benefited fromthe
financial bail-out package passed by the General
Assenmbly and signed into law in January of this year
whi ch averted a crisis in this area. Both Metra and
the CTA has historically had contracts with
Commonweal th Edi son that govern all aspects of their

relati onship, including rates.
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The delivery services rate case in 2006
was the first case involving the setting of delivery
service rate case -- delivery service rates for the
railroad class that were actually used by either
entity.

The fact that there is a contract that
covers all aspects of the service benefits the CTA,
Metra, and Com Ed, because among others it allows
Com Ed to use Metra's and CTA's property and vice
versa. That is particularly attractive for Com Ed
because a number of its facilities are |ocated on
CTA facilities throughout the city.

Now Com Ed's own wi tnesses -- |'m going
to give you exanples of why it is that we think that
there's a problem -- a fundamental problem with Com
Ed's E-cost and that it existed for several rate
cases.

Com Ed's own witness acknow edged in
this proceeding that it cost less to serve |arge
customers who take service at higher voltages than
it does to serve smaller customers who take service

at |l ower voltages, and specifically the high voltage
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was identified as being 12.5 kw which is what Com
Ed, and Metra, and CTA take.

In the last delivery service rate case
Com Ed's E-cost produced cost-of-service rates --
excuse nme -- produced costs for Metra and the CTA
whi ch peg their costs to serve those two | arge
entities at costs higher than every other
non-residential rate class, except for the small
| oad and the |ot-hour (sic) classes. The sane thing
happened in this case. No witness -- Comonweal th
Edi son on its face seens inexplicable and, in fact,
it was inexplicable because no Commponweal th Edi son
witness in either case attenpted to explain or
justify that anomal ous and peculiar result.

In the last rate case this Comm ssion
entered an order in which it specifically identified
and di scussed the public interest considerations
that it thought ought to be taken into account with
respect to the provision of public transportation in
the greater Chicago Metropolitan region and it
explicitly said it was taking those interests into

account in setting the rates and that to the extent
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that created a subsidy it should be borne by other
non-residential rate-paying classes.
(Slide presentation.)

Richard, if you can go to the third
slide there. That's all right.

In the Peoples Gas case that was just
decided this Comm ssion said that it really ought to
foll ow precedent where there's been no changes,
ot herwi se, it would appear to be arbitrary and
capricious, yet, when Conmmonweal th Edi son prepared
its rate case in this proceeding, it did nothing to
address those public interest concerns. It also did
nothing to address this Comm ssion's conments on
Page 196 of the prior order suggesting that I1EC
m ght have a valid point that Comonweal th Edi son's
E-cost wasn't producing valid and reasonable rates
for larger industrial customers, instead
Comonweal th Edi son used the same E-cost in this
proceedi ng. It produced the sanme results. They
proposed to raise the railroad's rates -- railroad
classes' rates by 521 percent.

There are, as you know, a nunber of
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environmental benefits associated with the railroad
class and there was testimny introduced in this
case simlar to what was introduced in the |ast case
t hat expl ains that.

For example, there's a chart you have
up there of Metra's director of planning testified
that the urban nobility report, which was prepared
by the very well -respected Texas Transportation
| nstitute, combined the contribution of Metra and
the other two providers of public transportation in
t he Chicago area, and it concluded that Metra, the
CTA, and Pace help Chicago travelers avoid | osing
39.6 mllion hours of transit time and $779.4
mllion in costs.

Simlarly, the CTA's director of
finance introduced testimony concerning a report
concerning the environmental benefits and energy
benefits associated with the use of public
transportation. It showed that per passenger mle
public transportation generates only 5 percent of
t he carbon monoxi de and only 8 percent of the

vol atil e organic conpound, both of which are
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problems in this area as conmpared to private
aut onobi | es.

Now you heard a little bit fromthe
|l EC and you heard about several flaws, and we
frankly agree with the I EC' s anal ysis. We t hink
that Metra and the CTA with respect to the failure
to separate the primary and secondary voltage costs,
we think Metra and the CTA are being assessed costs
for a large part of the system that they don't
utilize.

We al so agree frankly with the MDS
approach. It knows it's not favored, but if you go
back and | ook at the testi mony of Com Edi son's
president, he said one of the principle reasons
we're bringing this case is because we are expanding
out and we have to extend new facilities, and that
strikes me as something that's not a demand-rel ated
cost as a customer-related cost and certainly
suggest that MDS ought to at | east be considered.

| am going to wrap up very quickly
here.

CHAI RMAN BOX: Very quickly, please.
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MR. GOWER: There are -- there's sonme
peculiarities about the Com Ed -- excuse ne -- about
the Metra system and CTA system that | think can't
be addressed by the current E-costs because it's not
sufficiently refined.

For example, in the Metra system there
are two substations that are physically housed with
t he Commonweal t h Edi son substation that feeds them
that the cost of those two substations, which
account for 20 percent of the Metra system is
assigned the sane. Because they use standard cost
all ocators, it's treated as if it has the same
di stribution system that a supermarket does in the
western suburbs and it just makes no sense. Excuse
me. That's why we have asked the Conm ssion direct
Comonweal th Edi son in the next rate case to do a
specific cost identification study for the railroad
class and it's not a specific cost study for
i ndi vi dual members or for the substations but rather
woul d use cost allocation factors to try to set
better rates and nore accurate rates for the

railroads.
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|f you have any questions, | would be

happy to answer them

CHAI RMAN BOX:

MR. GOWER:

Any questions of

M. Gower ?

(No response.)

Thank you very much.

t he gravy train.

CHAI RMAN BOX:

M . Boehm

MR. BOEHM Boehm

CHAI RMAN BOX: M.

extra 20 seconds.

G ve that

We don't

Kr oger

Boehm

consi der

ourselves to be on

and the commercial group,

" m sorry. You get an

(Laughter.)

ORAL ARGUMENT

BY

MR.

BOEHM

Good afternoon.

background. Counsel

of the country and |

statenent.

refl ect

the vi ews of

Hi s st at ement

Just

man nmore time.

alittle bit of a

for the commercial group is out

have agreed to read his

Kr oger .

does not

Thi s

necessarily

is the commerci al
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group's statement.

The conmerci al group represents the
interests of 23,000 retail conmercial customers of
Com Ed, a vital part of the Illinois economy. The
record shows that commercial customers have
subsi di zed other customer classes by one-third of a
billion dollars the |ast seven years and an
across-the-board increase would cause the subsidy to
grow even | arger.

Of course, the other customer classes
are happy to see this subsidy continue, but just who
is hurt, not only comrmercial and small industrials
whi ch together enploy a | arge percentage of Illinois
citizens, but also schools, homeless shelters, and
churches. These are fellow members small to very
| arge | oad cl asses that have been subsidizing other
cl asses.

How is it fair for schools and churches
to subsidize other custonmers? Some representatives
of the three |argest |oad classes argue Com Ed's
cost study should be thrown out, but if the cost

study were corrected as these customers suggest, the

65



10

11

12

13

14

15

16

17

18

19

20

21

22

subsidies fromthe |large and very |large |oad cl asses
woul d grow even | arger; indeed, the Comm ssion
shoul d understand that every single cost study, the
evi dence shows, the medium |arge, and very | arge

| oad classes pay significantly nore than cost.

The across-the-board increase then is
not about fairness or the accuracy of the cost
study. In fact, the ALJ in Com Ed's case proposed
an across-the-board increase because of an allegedly
fl awed cost study while the ALJ in Ameren's case
i kewi se proposed an across-the-board increase where
no party challenges the cost study. The conmerci al
group urges the Conmm ssion to set rates based on
cost .

I f the Comm ssion does not want to go
all the way to cost, nmove halfway to cost as Com Ed
suggests. |f the Comm ssion wants to correct
Com Ed's cost study as representative of the | argest
| oad cl asses suggest, set rates based on the II1EC s
primary/secondary study.

Make no m stake the across-the-board
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increase is not mutual . It hurts schools, churches,
retailers, and small industrials. It must not be
adopt ed.
So that was the commercial group's
st at ement .
COMM SSI ONER O CONNELL- DI AZ: We can't ask you
gquestions?
VMR. BOEHM | can do ny best.
COWM SSI ONER FORD: It hurts school s?
VMR. BOEHM | do have an oral argument on behalf
of my client, Kroger.
ORAL ARGUMENT
BY
MR. BOEHM
Good afternoon. My nanme is Kirk Boehm
| am appearing on behalf of Kroger. | would like to
briefly discuss the ALJ's proposed order on the
issue of rate allocation. The ALJ has stated it is
just and reasonable to not pick winners and | osers
in rate allocation, sinply inmplement an equal rate
increase for all customer cl asses.

Kroger respectfully disagrees with
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their recommendation. Across-the-board increase
does pick winners and | osers. The winners are the
customers that are currently receiving subsidies
from ot her custonmer classes. Under the
across-the-board allocation, these customers wil
continue to be subsidized.

The | osers are the custoners that are
currently subsidizing other customer classes. They
wi Il continue to subsidize other custonmers without
any relief. The ALJ believes that doing nothing the
all ocation of costs ampng custonmers does not pick
favorites is over-sinplistic.

Kroger urges the Comm ssion to review
the cost-of-service evidence and sinply set rates as
cl ose as possible to costs. This will insure that
each customer pays its own way. That's the best way
to insure that there are no |longer |osers,
specifically Kroger recommends the Comm ssion
approve an alternative proposal reconmmended by
Comm ssion staff. This proposal can be found in the
direct testimny of staff wi tness M ke Luth at Page

9 of his direct testinony.
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As staff correctly concludes, once
custoner-rel ated costs are accounted for, the nost
i mportant cost distinction for delivery service
among non-residential customers is the voltage at
whi ch the custonmers take service. This is a far
more inportant distinction than the customer size.
For customers of identical voltage and | oad usage
pattern, size is virtually irrelevant in the
compi l ation of cost-causation.

In order to remedy this problem staff
proposes, through M. Luth's testinmony, that the
Comm ssi on approve a common DFC for medium | arge,
very large, extra |arge and high-voltage customers
by averaging each class' increase under cost of
service. This would be set by averaging each cl ass
of DFC based on cost of service.

Kroeger's support of this proposal is
fully explained in our brief on exceptions. The
Comm ssion should reject the ALJ's reconmmendation to
preserve the inner-class subsidies contained in
current rates, equity demands, and nove towards

cost -of -service for non-residential custonmers.
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1 Thank you.
2 COWM SSI ONER FORD: Thank you.
3 CHAI RMAN BOX: Any questions for M. Boehm on the

4 first argument by M. Boehm -- Boehn?

5 Any questions?
6 (No response.)
7 Okay. Thank you very much. W have

8 one nmore presenter from the Department of Energy.

9 ORAL ARGUMENT

10 BY

11 MR. BRUDER:

12 Let me say |I'mnot sure | can do it in
13 60 seconds. | " m positive | can do it in 90. This

14 is very, very brief, just a couple things.

15 First of all, I do want to mention

16 something that may be useful that hasn't been

17 mentioned and that is there are in the record two

18 separate proposals for mtigating the rate inpacts
19 if the Conmm ssion does, indeed, accept this

20 cost-of-service study that is going to cause so nmuch
21 controversy in DOEs in our initial brief at 14 and

22 16 and our reply brief at 9. The II1EC s is found in
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their reply brief at Page 82.

Second thing, | just want to wrap up on
something and that is it's being referred to a
number of times smaller users, residential,
commercial, and so on, are hurt by these high rates
and sonme of them are suffering from high rates.

We hear this as we go around the
country, but what | think needs to be enphasized in
the context of the discussion of a cost-of-service
study is that the fact that small users are burdened
with rates that are higher than we all |ike does not
in any way, shape or form denmonstrate that smaller
users are subsidizing |arge users.

To denonstrate that there are subsidies
of that nature or subsidies of any nature, we need a
valid cost-of-service study. Here we don't have a
valid cost-of-service study. Met hodol ogically, it's
Wr ong. In terms of results, it's wrong. It hasn't
i mproved very nmuch, and the situation is that the
Comm ssion is being asked to accept an invalid
cost-of -service study as proof of the fact that

there are subsidies and then to adopt the study as a
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way to cure the subsidies that -- the subsidies that
the cost-of-service study denonstrates are there.
It is a bootstrap argument. The study's wrong and
we don't know whether there are subsidies or not and
we ask this Comm ssion please let's go back and
let's sit down together and get together a valid
cost-of -service study.
Let's see if there are subsidies.
Let's act upon themif there are, but first let's
see if they're there. Thank you very much.
CHAI RMAN BOX: Thank you.
Any questions for M. Bruder?
(No response.)
Thank you very nuch.
MR. BRUDER: Thank you.
CHAI RMAN BOX: | think M. Rooney is the only

one reserved tine.

REBUTTAL
BY
MR. ROONEY:

M. Chairman, Comm ssioners, welcone to

the tug of war between the customer cl asses. [''m
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going to try to respond in rebuttal here in the sane
sequence as which the parties cane.

Let nme turn to staff and their argument
concerning using the across-the-board allocation
met hod. | only point to one statement that's found
in their brief and that's with regard to how | ong
they want to keep using the allocation method.

They woul d propose using the allocation
met hod for an indefinite period of time, quote,
until some degree of rate relief stability returns,
the design of Com Ed's rate should be based on bill
i mpacts rather than cost of service. Put anot her
way, we don't know how long staff's going to
continue to propose non-cost-based rates in the
future.

City of Chicago with regard to their
street lighting arguments, what M. Jolly didn't
state is that M. Bodnmer neglected to reflect the
fact that Com Ed provides many of the poles in
al l eyways and the mles and mles of wire that go
into the city street lighting; indeed, the evidence

denonstrates that Com Ed, in fact, properly
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accounted for the city's street lighting costs as
reflected in the cost study.
Wth regard to Il EC --
COWM SSI ONER FORD: M . Rooney, so, in other

wor ds, when nmy street |lights go out in nmy alley, |

have to call the city -- that was referenced to what
M. Jolly said -- and you are saying that when it
goes out | should call you all?

MR. ROONEY: The poles are provided. The city
puts the arm on.

COWM SSI ONER FORD: | know.

MR. ROONEY: You are correct in ternms of costs.
It's not as if Com Ed has no costs in providing
street lighting service to the city.

Wth regard to Il EC sinmply saying that
we don't agree ampngst ourselves what is a valid
cost study does not nmean the Comm ssion shoul d adopt
no cost study.

Commonweal t h Edi son has presented what
it believes to be a valid and usable cost study, the
cost study which is prem sed upon studies that this

Comm ssi on has considered and adopted previously.
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Wth regard to the primary/secondary
split and, indeed, the MDS proposal, we are talking
about a tug of war here. \What those parties don't
tell you is the followi ng: You adopt the MDS
proposal and a primary and secondary split, that
will shift 274 mllion in costs from non-residentia
to residential custoners.

By way of illustration, Com Ed
originally proposed an increase of approximtely 24
percent for residentials. The IIEC s proposal would
make that 55 percent. They don't talk to you about
numbers but those are the numbers when you | ook at
the MDS and primary/secondary proposals.

Wth regard to the primary/ secondary
split itself, as the Comm ssioner correctly noted,
it does only apply to one percent -- |less than one
percent of the customers. They don't discuss the
costs associated with Com Ed's reconfiguring its
books and records in order to account for the
primary/secondary split, and |I believe, as
Comm ssi oner O Connell -Di az noted, Com Ed's

mtigation plan -- to the extent that the primary
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and secondary split is something that is directed to
something in the future, Com Ed's mtigation plan
here, in fact, would account for that difference in
our rate proposal and the rate in the cost study.

Wth regard to rate allocation fromthe
| ast case, there was some statement with regard to
what the Comm ssion did and didn't do with the cost
st udy. | was just observing the follow ng.

Of the 15 Com Ed customer distribution
classes, 12 of them have their rate based on --
explicitly based on cost-of-service study that the
Comm ssion accepted in the | ast case. The three
customer classes not under that cost study are the
81 customers that we discussed earlier.

Wth regard to -- there were actually
-- to put them together, there was REACT and the
railroad's argument about customer-specific cost
st udi es. Com Ed has presented substanti al
persuasi ve arguments and briefs with regard to why
specific cost studies are inappropriate, they're
very, very difficult to actually conduct, and in the

end of the day Com Ed does not support, and neither
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does the proposed order support, specific
cost-of -service studies, and we urge the Conm ssion
not order that in this instance.

Now with regard to the denmonstrative

that M. Townsend showed you with blocks on the cost

al l ocation issue, | would suggest to you a couple of
things, first of all is that this Comm ssion has
rejected on various occasions simlar proposals. I n

the last rate case a proposal that was made on
behal f of one of M. Townsend's other clients was to
set -- to separate 25 percent of customer care costs
to the supply function. That was rejected.

Al so, in the case that the Comm ssion
just decided in Decenber related to Com Ed's
procurement cases involving Rider PE, this
Comm ssion made a decision as to what were
appropriately-consi dered supply costs. REACT i s
asking you to reverse these two deci sions.

In addition, with regard to the theory
under which this cost allocation proposal is being
persuaded -- or presented, instead of blocks |

submt to you a house of cards. Why? Because the
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t heory upon which it's presented is based upon
assumptions. The record is specific to that effect.

M. Marola assumed, and assumed, and
assunmed to arrive at his proposal and, in addition,
none of those assunmptions were focused on Com Ed's
costs. They were based upon assunptions utilized in
ot her states.

In short, the proposal to separate 40
percent of Com Ed's customer care costs and shift
them to the supply function isn't based on Com Ed's
costs and is (sic) based on a series of assunptions;
mor eover, as the record reflects those assunptions
are subject to wide variations in results if you
suddenly tweak any nunber of those assunptions.

| ndeed, during cross-exam nation, one
subtl e adjustment shifted this allocation from 64
mllion down to 17 mllion. In the end, there is
not -- there are no customer care costs that are
i mproperly allocated to distribution and the
Comm ssion should so find.

COWM SSI ONER FORD: M . Rooney, there's no place

in the record where cost of service to the customers
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in high-voltage area rates have exceeded -- their
class rates have been exceeded?

MR. ROONEY: Well, for the high-voltage customers
we believe we presented evidence that their rates do
not recover their cost of service.

Now, finally, with regard to the
CTA/ Metra argunents -- with regard to the CTA/ Metra
arguments, | submt the following to the Comm ssi on.
On the one hand, if you choose the value of public
transportation and a propensity to give that a
subsi dy, you choose the value of churches, school s,
ot her institutions, and give them a subsidy, in our
view the answer is none of the above. Set rates
based on cost. That's the fairest way to allocate
revenues anong customer cl asses.

CHAI RMAN BOX: M. Rooney, how did you interpret
our | anguage in the last rate case when we tal ked
about public concern and what we directed
Comonweal th Edison to do as it related to Metra and
CTA?

MR. ROONEY: M . Chairman, the conpany

interpreted that for purposes of that case and we
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set rates accordingly. There were no directions
either in the conclusion itself, the findings, or
t he ordering paragraphs that directed Com Ed to
continue that subsidy and consider that going
forward in future rate cases, and so we did not
propose that in this case.

To that end, | think we stated up
front we were concerned about setting rates based on
costs and that's the proposal that we submtted to
the Comm ssion in this instance.

| ' m avail abl e for additional questions.

CHAI RMAN BOX: The | ast answer kind of troubles
me. So that in this case and in future cases are
you saying that if the Comm ssion wants sonet hing
done, we should expressly state it and not just give
an indication of what we want? We should explicitly
say must but not shall ?

MR. ROONEY: No, no, no. In the |last rate case
we did what the Comm ssion asked us to do in the
Comm ssion's directive, which is to adjust for the
railroad rates to reflect the Conm ssion's

directive, and we did that.
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CHAI RMAN BOX: In this case you are vague.

COWMM SSI ONER LI EBERMAN:  We neant it for that
case.

MR. ROONEY: We interpreted it for that case
only, M. Chairman. It wasn't we were trying to
i gnore anyt hing.

CHAI RMAN BOX: Any questions for M. Rooney?

MR. LI EBERMAN: Yes. | have a question. " m
kind of struggling with the subsidy argunment. | was
| ooking at M. Munson's table. | didn't get a

chance to look at it, and, M. Minson, if you're
still in the room it's kind of hard to read. It's
sort of multi-dimensional. It's kind of like in 3D.
| f you have anot her version, it would be pretty

hel pful .

It 1l ooks fromhis table the rate of
increase and just add cost for |arge customers is
averaged over the past five, six, seven years
somewhere in the 60 percent range and rate of
increase for the residentials have been in the 20
percent range, so | guess the question is to the

extent there's a subsidy going fromresidential --
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or fromsmall customers to | arge custonmers, we would
expect those rates -- | nean, if it were cost-based,
t hose rates would have been much higher rate of
growt h.

MR. ROONEY: Just to be clear, the subsidies
we're tal king about currently are all confined to
within the non-residential class, so the residentia
class is not part of this subsidy discussion with
regard to existing rates.

COMM SSI ONER LI EBERMAN: But the small
customers -- the small customers within the
non-residential are subsidizing the big customers.

MR. ROONEY: That's correct.

COWM SSI ONER LI EBERMAN: So his table, if | read
it right, you know, what | can read --

MR. MUNSON: It m ght be helpful if I may provide
this copy.

(Document tendered.)
This is the old way they broke it down.
The top one is 800 kw. The one megawatt's 408 kw,
one to 3 nmegawatts are the top three, 6 to 10, and

then outliar is zero to 25 kw.
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COVMM SSI ONER LI EBERMAN: Look at the bottom one.
MR. MUNSON: The bottom one of the | arger
i ncreases, then 25 to 100 kw residential,
single-famly with space heat, residenti al
single-famly without space heat, residenti al
multi-famly with space heat, and

multi-famly without.

COWM SSI ONER LI EBERMAN: Coul d you give nme a copy

| could read it better. | woul d appreciate that.

CHAI RMAN BOX: Any other questions for
M . Rooney?

COVM SSI ONER O CONNELL- DI AZ: Just followi ng up
on what Comm ssioner Lieberman said with regard to
residential versus the small business industrial,
and | think that the AG s counsel brought this up,

t hat when we | ook at the whole picture if we tweak
one area it does affect residential rates, correct?

MR. ROONEY: If you go with an across-the-board
all ocation method, Comm ssioner, the answer is yes.

COVM SSI ONER O CONNELL- DI AZ: And then we | ooked
at percentages that you just advised us on. That

woul d affect actually residential rates, correct?
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MR. ROONEY: The percentage that we tal ked about
with regard to I EC's proposal that would be as if
you accepted their cost study and
pri mary-and- secondary expense, but in terns of
across-the-board allocation method, there are
shifting of dollars going both ways.

COWMM SSI ONER O CONNELL- DI AZ: Thank you.

MR. ROONEY: Thank you.

CHAlI RMAN BOX: Thank you.

We are a little behind schedul e.
Let's move on to the next issue, accunul ated
provisions for depreciation and ADIT. On that, we
have all owed 34 m nutes would be M. House from
Comonweal t h Edi son. ' m sorry.

| think while we're getting
re-arranged, why don't we take a few m nutes break.
| know we are going to go to the next half. W']|
take a few seconds now.

MR. RATNASWVAMY: Thank you.

(Wher eupon, a break was
t aken.)

CHAI RMAN BOX: We'll get started. ' m sure they
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will be very respectful when they walk in, and we

will start with the second issue, and for those of
you who are here, |I'mgoing to issue number two, and
since issue nunber four is only 10 m nutes, we'll go

to two and four, then take a somewhat | onger break,
but we'll go to issue nunmber two, the accumul ated
provisions for depreciation and anortization and
accunul ated deferred income taxes. M . Rat naswany,
you want to proceed, please.
ORAL ARGUMENT
BY
MR. RATNASWAMY:
Thank you, Chairman, Comm ssioners.
intend on using 2 1/2 mnutes for nmy opening.
Under the Comm ssion's three on point
orders in the Peoples' rate case and Com Ed's 2005
and 2001 rate cases, the Comm ssion should approve
Com Ed's test year plan to depreciation reserve and
accumul ated deferred income taxes bal ances and
reject the AG, CUB, and IIEC s proposal to inflate
t hose bal ances.

In the Peoples' case there's an excer pt
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from the Comm ssion's conclusion in the record.

Just six nmonths ago, the Comm ssion rejected the
same AG proposal as inproper under its rules and
recognizing this issue comes up with a nunber of
cases. The Comm ssion expressly sought to bring
certainty to this subject and subtle expectations
noti ng that absent clear and distinguishable reasons
to adopt the proposal subjecting the Comm ssion to a
charge that's inaccurate, arbitrary, and capricious.

In the current case, the proposed order
of the Comm ssion's conclusion section does not
mention the Peoples' case or the orders in the | ast
two Com Ed cases all which were the same matter on
t he subject.

There are no clear and distinguishable
reasons in the case to waiver from the Peoples’
ruling, plus whatever potential hypothetical
di stinction existed based on the proposition that
Com Ed originally proposed 21 nonths of capital
additions in the rate case, that is only inmproved by
the staff and Com Ed's stipul ation.

Under that stipulation, Com Ed is no
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| onger seeking to recover the full 21 nonths of

pro-formal cap as (phonetic) but entitled to include

under the Comm ssion rules only 18 nonths, so that

di stinction about 21 nonths, which really is

unsupportable given the number of nmonths, wasn't the

basis of prior decisions anyway, and it doesn't
relate to the rule. That distinction, which never

shoul d have been inmportant, is of no inportance

here; nonetheless, in fact, under that m ddle ground

state by the stipulation, 18 months, one nonth
different than the period in Peoples, Peoples which
i nvol ves 15 nmont hs of capital expenditures and 17
mont hs of capital additions being put into service.
The stipulation also provides a number
of other benefits that ComEd is commtted to,
benefits otherwi se not be achieved in this case
wi t hout additional litigation in this case at all.
Staff agrees that staff's coment
position, which already renmoves $176 mllion from
rate base, makes the AG, CUB, and Il EC proposal
i mproper and make the Peoples case and the Com Ed

2005 case indistinguishable.
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AG, CUB, and II1EC all were parties in
t he Peoples' and Com Ed 2005 cases have thrown a
very | arge nunmber of arguments at the wall in their
briefs more than in their testinmny, many which are
conflicting pretty much, which are irrelevant
because they don't relate to the basis of your prior
decisions. They said nothing that warrants reaching
different results than six nonths ago.

| would like to reserve the remainder
of my time for answering questions.

CHAI RMAN BOX: Any questions?

(No response.)

Okay. ' m sure we'll have sone | ater.
Next staff of the Illinois Commerce
Comm ssion 8 mnutes -- 9 m nutes. "' m sorry.

ORAL ARGUMENT
BY
MR. FEELEY:
The Comm ssion should reject the
proposed service conclusions concerning this show of
pro-forma plant additions and accunul ated provisions

for depreciation and anmortization.
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The proposed order makes the statenment
that the staff position to only allow pro form
pl ant addition through 2008 appears to be a
comprom sed position prem sed on no reduction rate
base for accumul ated depreci ation.

Contrary to the assessnent, staff's
position on pro forma additions and accunul at ed
depreciation is not a conprom se position. It's
based upon the analysis of staff witness Griffin and
it stands on its own.

Staff witness Griffin initially opposed
all of Com Ed's pro forma additions for 2008. He
opposed all the projected additions because in his
opi nion they didn't neet the requirenments of the
Comm ssion's test year rules, actually 287. 40;
however, M. Griffin did indicate that he would
consi der any additional evidence the conmpany
proposed in its rebuttal testinmony.

After reviewi ng the conmpany's rebuttal
testinmony, M. Griffin found that the pro form
adj ustments, which included the projected first and

second quarter 2008 additions, were known and
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measur abl e under the Comm ssion's test year rules,
and with regard to the accumul ated depreci ation
issue, M. Griffin originally proposed adjustments
in service and accunul ated depreciation to the
actual bal ances known at December 31, 2007 due to
the fact that Com Ed's original proposal was to seek
adj ustnments all the way through September 30 of
2008. That original proposal shifted conmpletely the
| argest component of Com Ed's rate base from the end
of 2006 test year for 21 months to Septenber 30,
2008 and that would have been a conprehensive
restat ement.

In order to mtigate that shift
proposed by Com Ed, M. Griffin proposed his net
pl ant adj ust ment. Under the stipulation, Com Ed
agreed to limt its pro forma plant additions to
June 30, 2008, which, as previously discussed, staff
has found to meet the requirenments of the
Comm ssion's test year rules.

By limting pro forma additions to
t hose through June 30, 2008, there was no | onger a

conprehensi ve restatenment of plant bal ances as of
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September 30, 2008, so staff withdrew its net plant
adj ust nment .

The proposed order inappropriately
accepts AG s adjustnment regardi ng accunul at ed
provisions for depreciation and anmortization. | t
i nappropriately relies upon the Comm ssion's prior
order in Docket Nos. 02-0798, 03-0008, and 03-0009
consol i dated, which were Ameren, ClIPs, and UE cases.
It relies on those cases to support its adjustment
regardi ng accunul ated depreciation and anortization,
but the relevant facts in this case are far
different fromthe Ameren case which was a case in
which the utility's historical net plant in service
was declining relative to the proposed order.

M . Ratnaswany at the same time is
ignoring the orders in 05-0597, 01-0423, both Com Ed
rate cases, and then the recent Peoples and North
Shore rate case; however, if the final order in this
case include plant additions all the way out to
Sept ember 30, 2008 (sic) as the proposed order does,
then that would represent a conprehensive

restatement of plant bal ances and an accunul at ed
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depreci ation adjustment would be appropriate.

| have a few coments regarding the
reply exceptions of the AG and IIEC. The AG argues
inits reply exceptions, referring to Com Ed's
exceptions, that it's an absolutely false statement
that the Comm ssion in each case for a utility's net
pl ant was significantly increased year to year has
rejected AG s accumul ated depreciation adjustment as
i mproper.

To support its position, the AG cites
to the Comm ssion's order in the 02-0798, the Anmeren
case, and IP case of 01-0432. They're inmplying that
t hose cases were cases where net plant was
significantly increased.

They, the AG, also argues that the
Comm ssi on never concluded that the declining or
relatively static state of a utility's expected
capital i1 nvestment should determ ne the proper
treatment for accunul ated depreciation.

A review of the orders in 02-0798 shows
that the AG has confused the facts of the Ameren

case. At Page 8 of the Ameren order there's a
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summary of the AG s position. It's clear from that
summary that UE's net plant was decreased over the
years and CIP's was al nost |evel; therefore, that
case didn't involve utilities with significantly
increasing net plant as the AGinplies in its reply
on exceptions.

In this case there's no dispute that
Com Ed's net plant is significantly increasing. For
t hat reason, the analysis in the Comm ssion's Order
in 02-0798 is inapplicable to this proceeding.

Wth regard to the Order in 01-4332,
the IP case, the issue of making an adjustnment for
accunul ated depreciation was proposed by the AG and
it was accepted by IP; therefore, that issue wasn't
contested there and, as a result, it's difficult to
draw much of anything from the Conm ssion's order in
t hat docket on this issue.

The 11 EC makes a sim | ar argunent as AG
inits reply exceptions concerning 02-0798. Just
li ke the AG, the IIEC inplies that the Ameren case
involve a case where there was a denmonstrated trend

of significant increase in net plant. As | already
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poi nted out, that wasn't the case in Ameren.

In Ameren, again UE's net plant was
decreased over the years and Cl Ps was al most |evel,
nei ther had a trend of significant increases in net
pl ant as Il EC inplies.

Accordingly, again, the Ameren order
doesn't apply to this case, and, again, they were
set to apply, which the proposed order ignores other
recent Comm ssion orders in the recent Com Ed rate
case and the recent Peoples and the North Shore
cases.

Thank you. And if you have questions,
| can answer.

CHAI RMAN BOX: Any questions for M. Feeley?
COMM SSI ONER O CONNELL- DI AZ: M . Feeley, you
prepared staff's position on this issue. ls staff's

position if there is no reason or basis to

di stingui sh between or to reject the Peoples' order
si x mont hs ago when we | ooked at this type of issue
and addressed it, there's nothing in this record

t hat would give the Comm ssion proper cause to have

a different rule than we did in Peoples' case? 1Is
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that staff's position?

MR. FEELEY: Yes. W |ooked at that order in two
recent Com Ed orders and in our opinion there wasn't
any reason in this case to do anything different,
but that was -- there's a qualification.

COVMM SSI ONER O CONNELL- DI AZ: | understand.

MR. FEELEY: If they went out to the 21 nonths,

t hen you have an opportunity --

COWMM SSI ONER O CONNELL- DI AZ: To the third
quarter of 2008, staff's position there's nothing in
the record to have a different type of finding than
we do in the Peoples' case, correct?

MR. FEELEY: Correct.

COMM SSI ONER O CONNELL-DI AZ: Additionally, is it
staff's position to do so would be reversible error
by this Comm ssion --

MR. FEELEY: | mean --

COMM SSI ONER O CONNELL-DI AZ: -- or there could
be a claim?

MR. FEELEY: Someone m ght have a good argument.

CHAI RMAN BOX: Any other questions of M. Feeley?

Comm ssioner Elliott.
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COVMM SSI ONER ELLI OTT: Just to clarify on this
issue, it's a question of how far do you go out from
the test year period as to whether or not the

application of the accunul ated depreciation is

assessed, is it, if it is --

MR. FEELEY: | think the first question is
which - -

COWM SSI ONER ELLI OTT: -- or is the restatenment,

the maj or restatement?

MR. FEELEY: | think you have to first have to
| ook at the 02-0798 case. Those were cases where
t he plant was decreased relatively stable. They
weren't cases where plant was significantly
increasing, so you didn't -- you don't have to get
to the -- if plant is significantly increasing, |
don't think you bring in the questions of do you
t hen consider -- have to consider what's happening
to accunul ated depreciation, because if the plant is
decreasing, which it isn't here, and you go and put
in pro forma adjustnments, you know that your plant
in actuality is going to be less than if you

consider pro forma adjustments wi thout accunul at ed
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depreciation, and so here we have a significant
increase in plant so you don't apply your reasoning
fromthe 02-0798 case.

COWM SSI ONER ELLI OTT: "' m not sure increasing or
decreasi ng. |'"m just trying to understand the
timng aspect of this.

Is it timng that's driving this or
significant increases?

MR. FEELEY: Wwell - -

COWM SSI ONER ELLI OTT: You seem to say that if
it's 21 nonths it's a restatenent. If it's 19
mont hs, does it get there? |Is there alimt?

MR. FEELEY: The only evidence or the testinmony
for staff on this was when they went to 21 nonths
that was a conmprehensive restatement. When you went
to June 30th --

COWM SSI ONER ELLI OTT: Is that from staff's
position that is the driver as opposed to tine?

MR. FEELEY: That was the driver for staff's
proposal . Staff | ooked at it a little differently
than the AG and the 11 EC. Staff went to -- when

t hey saw Com Ed goi ng out 21 nonths, they | ooked
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at -- well, let's just take the bal ances at 12-31-07
and go with what is net plant, their gross plant
| ess accunul ated depreciation.

When Com Ed only goes to June 30t h,
then that no | onger was conprehensive restatenent.

COWM SSI ONER ELLI OTT: | guess the question is if
t hey had gone to June 30th and it had been a
significant restatement, would you then have
applied -- and it's not a timng issue. The
significant restatement is that the driver?

MR. FEELEY: Well, they did go to June 30, 2008
and we, staff, did not find that to be comprehensive
restatenment of plant bal ances.

COWM SSI ONER ELLI OTT: Exactly. So the argument
there was not to bring the accunul ated depreciation
forward --

MR. FEELEY: Correct.

COWM SSI ONER ELLI OTT: -- through to that period,
but had it been a significant restatement at that
point in time, it would have been the proposal to
bring the depreciated -- I'"'mstill trying to make

sure.
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MR. FEELEY: | "' m not sure what you nmean. \When
you are saying a significant restatement, you are
meani ng when | say conprehensive statement --

COWM SSI ONER ELLI OTT: Yes, a conprehensive
restatement if it's not time sensitive is what |I'm
trying to get to.

MR. FEELEY: Yet, the conpany had an '06 test
year, then they took '07, and then went another 9
mont hs.

COWM SSI ONER ELLI OTT: Under st ood.

MR. FEELEY: That was significant or
conprehensi ve restatenment, but when they stopped at

June 30th, then that no |onger was, and, for that

reason, staff no | onger was proposing to | ook at net

pl ant at 12-31-07, which stated another way, was

t aki ng accunul ated depreciation after the end of the

test year 2006.
CHAI RMAN BOX: Further questions of M. Feeley?
(No response.)
Thank you very nuch.
MR. FEELEY: Thank you.

CHAlI RMAN BOX: On that sanme issue we have two
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ot her presenters for a total of 15 mnutes will be
the Illinois Attorney General and I1EC.

ORAL ARGUMENT

BY

MS. DALE:

Good afternoon, Chairman Box,

Comm ssi oners. ' m Jani ce Dal e. | ' m speaki ng on
behal f of People of the State of Illinois and today
and |'m speaking only for a mnute. W concede the
rest of our time to M. Reddick, but | did want to
make one key point about this rate basis issue.

As you know, the Attorney Gener al
retained David Effron to exam ne the net plant issue
on behal f of Peopl es. Both AG witness Effron and
| EC witness Gorman agreed that it's net plant, not
gross plant, that is the relevant measure for the
purpose of setting rates. Rates are not affected
dol |l ar per dollar by gross plant addition, only by
net plant additions, and the proposed order
correctly recognizes this and agreed with this rule
when it adopted M. Effron's calculation of the

change in net plant to calculate Com Ed's rate base.
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By accounting for the fact that Com
Ed's post-test year plant additions will be offset
by post-test year increases in accumul ated
depreciation, the proposed order assures that Com
Ed's test year rate base will be representative of
Com Ed's actual circunstances.

This approach is the only way to avoid
what the Conm ssion condemms in its Ameren decision
the error that takes place when old depreciation
amounts are m smatched with new plant additions for
the period during which rates are to be repl aced,
and |I'm avail able to answer any questions, but I
concede the rest of nmy time to M. Reddick.

CHAI RMAN BOX: How do you distinguish the case in
Peopl es' case 07-02417?

MS. DALE: Well, the reasoning in Peoples' case
is because the Attorney General and others have
replied on certain cases in the previous
Commonweal th Edi son cases and they were now relying
on those same cases again that their argument had to
be rejected.

It was our contention | think in our
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application for rehearing that, in fact, what was
needed was an analysis of the facts and
circunmstances of the Peoples' case, the facts and
circunmstances particularly to that case and the
application of the rules and the |law to those facts
and circunstances and not a mere repeat of the fact
that we cited those cases before, you can't cite
them now, and that's our position on Peoples' case
and, as you know, we're appealing that decision.

COMM SSI ONER O CONNELL- DI AZ: s M. Effron's
adjustnment the same in this matter as in the
Peopl es' case?

MS. DALE: It wasn't exactly the sane. | believe
in Peoples' case his adjustnent was an adjustment to
depreci ati on expense. | don't think the pro form
adjustnments were the same in that case -- in this
case, but it's our position that the sanme principle
has to apply in every case is that you have to
mat ch. If you go out 12 nmonths on your pro forma
additions, you go out 12 nonths on accunul at ed
depreci ation. If it's 18 months, or 21 nonths, or

how ever many nonths it is, it has to match, and
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that's the principle that the court has upheld in
the DPI 2. There has to be a matching of costs and
revenues.

CHAlI RMAN BOX: There was an appeal of '01 or '05
Comonweal th Edi son's case.

MS. DALE: | think there is pending appeal on
' 05.

CHAlI RMAN BOX: The Comm ssion ruled as they did
in the Peoples' case in those two cases as well?

MS. DALE: Well, the Peoples' case relied on the
Comonweal th Edi son case but didn't really go into
detail as why they were doing so.

| believe the Peoples' case sinply said

t hat our reliance on the Ameren case and Illinois
Power cases were m splaced and it didn't discuss
why .

CHAlI RMAN BOX: The '01 case still on appeal ?

MS. DALE: No, the 'O05 case.

CHAI RMAN BOX: No, |'m asking about the '0l1 case.

MS. DALE: The '01 case | can't recall exactly.
M. Reddick m ght know that better than | do. I

just can't recall that case off the top of ny head.
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CHAI RMAN BOX: That was in the '01 case?

MS. DALE: | believe it was.

COMM SSI ONER O CONNELL- DI AZ: Ms. Dal e, what was
addressed in the '01 case with regard to net plant
in service, the decreasing amount in the case that
you cite, the Ameren case --

MS. DALE: The reference to --

COWMM SSI ONER O CONNELL- DI AZ: -- in this instance
pl ant is increasing, so howis the case that you
cite relevant over the three cases that have
occurred since then and the Comm ssion has
succinctly | think, especially in the Peoples’
order, set forth the standard that we'll be | ooking
at ?

MS. DALE: It's our position that, in fact, it
was not whether or not plant is increasing or
decreasing. That is the determnative factor.

What is determ native is the matching
principle whether or not you are cal cul ating net
pl ant. The only way you can get to net plant
calculation is to make sure that any accunul at ed

depreciation that is associated with plant additions
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over a given period of time is included in comng to
net plant cal cul ation, otherw se, you are just
calcul ating gross plant and gross plant is not a
meani ngf ul measure of plant in determning rates.

| think even Comonweal th Edison in
their briefs whenever they refer to plant it's
al ways to net plant, because that is the rel evant
measure, not gross plant, and it's our position that
this issue should be decided on those principles as
they're laid out in the Comm ssion's Rule 287.40 and
in the BPI 2 decision, which, again, says you have
to match costs and revenues fromthe same tinme
period in order to get an accurate calculation rate
base.

COMM SSI ONER O CONNELL- DI AZ: So it's the AG s
position that the Comm ssion's gotten it wrong for
many, many years?

MS. DALE: The Comm ssion got it right in the
Ameren case. The Comm ssion got it right in the
Il1inois Power case. The Peoples' case is on appeal
as is the Comonweal th Edi son case.

CHAI RMAN BOX: But you don't know about the one

105



case because the question |I'm going ask |I want it
delicate and it's not meant to embarrass anybody,
but is this position based on what the law is or
what you think the [aw should be? Because |I'm
running into that quite a bit.

MS. DALE: It's based on what the law is and what
the law as laid out in the BPI 2 case states how do
you cal cul ate rate base when you are | ooking at
rates.

CHAI RMAN BOX: But in this '01 case, if this was
an i ssue, and appeal ed, and resolved, | would think
that is the | aw.

MS. DALE: ' m going to have to defer to
M . Reddick on that. | just can't recall.

CHAlI RMAN BOX: Before you make that argument, |
t hi nk you should know what the law is or what you
think it should be, because |I'm not for sure about
the '01 case if that was an issue and appeal ed and
resolved by the court, but if it was, don't you
think it puts the issue to rest?

MS. DALE: | do not believe that was an issue.

CHAI RMAN BOX: That's why |' m asking.
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MS. DALE: | don't believe that was an issue,
on appeal | would be aware of. | don't recollect
that that issue in particular was decided on appeal

one way or the other.
CHAI RMAN BOX:  Okay.
Any ot her

Thank you,

MS. DALE:

CHAI RMAN BOX:

COMM SSI ONER O CONNELL- DI AZ:

t hat board?

MR. REDDI CK: | m sor

COWMM SSI ONER O CONNELL- DI AZ:
boar d?

MR. REDDI CK: " m not

COWM SSI ONER BOX:

COWM SSI ONER O CONNELL- DI AZ:
sure everybody's awake there.

out

of there.

MR. REDDI CK:

Thank you.

| just want to make sure.

gquestions?

(No response.)

Ms. Dal e.

M. Reddi ck.

don't

ry?

going to use it.

| s someone using

t hi nk sonmebody's going to.

W& want

You better

mnd it.

to make

get

t hat

but

s this sonmebody's
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ORAL ARGUMENT
BY
MR. REDDI CK:

My name is Conrad Reddick and |I'm
appearing here on behalf of the IIEC today and |I'm
about to refer to my notes about some of the things
| al ready heard.

First of all, | agree with M. Dale
that the genesis of this problemis the '01 case,
the '01 Com Ed case. As she said, the analysis was
very, very shallow in that case. It consisted
mai nly of listening to arguments that Com Ed made
and adopting your position.

The subsequent case, '05 -- the '05
case --

CHAlI RMAN BOX: Let's resolve that one first in
its entirety. Was this an issue in the '01 case --
MR. REDDI CK: It was an issue in the 'Ol case.

CHAI RMAN BOX: -- and appeal ed?
MR. REDDI CK: | don't know whether it was
appeal ed. | think I can answer your questi on. Does

it resolve the matter? | don't think it does,
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because regardl ess of the appeal, the appeal
only establish the |law and the policy of the
Comm ssi on. It would not establish the facts

it's our position that the facts in this case are

di stingui shable fromthe prior case.
The second point | want to make,
pl ace hol der (phonetic) | hope to get back to

aside fromthe fact that there are very littl

woul

d

, and

as
it,

e

a

analysis in those two Com Ed cases and one Peopl es'’

case consisting mainly of rejecting references to a

more detailed analysis of the facts of the record

and reference to the Ameren cases.

| wanted to go back to M. Feele
comments and note that as he acknow edged
M. Griffin, their accountant, when he | ooked

post -test year adjustnments for plant addition

y's

at

S

t he

t hrough the end of 2006, a full year after the end

of the test year, not full year, but through 2007,

he insisted that there be a match between pl ant

additions and accunul ated depreciation change

S.

He insisted that there be a match between i ncreases

to rate base and decreases to rate base over

t he
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same peri od. Only when the staff entered the
stipulation with Com Ed did we get the somewhat
difficult-to-understand position that M. Feeley was
trying to articul ate.

Utimtely he comes to the concl usion
that June 30th is not a conmprehensive restatenent.
September 30th is a conmprehensive restatenent. He
never tells us what a conprehensive restatenment is.
It's simply an argument about | abeling. I f we | abel
it comprehensive restatenent, we apply the pro form
addition to the rule. If it's not a conmprehensive
restatenment, we don't apply the pro forma additions
to the rule.

Second, the findings in the proposed
order do not adopt the stipulation. The stipulation
was expressly conditioned on all portions of -- al
el ements of the stipulation being agreed to by the
Comm ssion. That hasn't happened, and we'll come
| ater to the argument about | abeling, but | would
like to tell you how we got here.

In 2003 the Comm ssion had an

opportunity to examne pro forma adjustment for
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pl ant additions and accumul ated depreciation for a
variety of circumstances in a single case and it did
So in an intensive analysis in 2003 consolidated
Ameren cases. That analysis was comprehensive in
its scope because it covered numerous plant
invest ment scenari os and coherence in its
application because it yielded |awful and logically
consi stent results when applied in various
circumst ances.

The over-arching objectives the
Comm ssion stated in that case were, one,
consi stency with test year principles of matching,
as Ms. Dal e expl ai ned, and, two, reflecting the
costs and revenues actually expected during the
period rates would be affected.

In that context, the Conmm ssion defined
t he outcones of its analysis in the different plant
circumstances in those consolidated cases.

In the case that is on point here, the
Comm ssion determ ned for an Ameren utility with,
gquote, significant post-test -- |I'msorry -- test

year capital additions, end quote, that quote again,
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UE's proposed additions to plant in service should
be included in rate base to the extent that they
exceed increased accunul ated depreciation.

The order did not, as was suggested by
M. Feeley, hinge on the application of the pro
forma test year rule or the offset of depreciation
on a trend.

| will quote from the opinion. The
Comm ssion said where there is a denmonstrated trend
of significant increases of net plant, the
Comm ssion m ght be inclined to find post-test year
capital additions should be reflected in rate base.

Simlarly, significant post-year
capital additions that were not largely or entirely
of fset by increases in accumul ated depreciation the
Comm ssion m ght be inclined to allow post-capital
additions to rate base.

Al'l this says is look at the facts.
Look at the facts. Trend does not determ ne the
out conme. Mont hs do not determ ne the outcome. The
Comm ssion's objective is to reflect what's going to

be in play during the period rates are in play --
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the rates are in effect.

So we now come to the Com Ed cases.
Wth the exception of the Com Ed case, one Com Ed
case, which post-dated the Ameren case and Peopl es’
case, both here in Chicago, Ameren case analysis has
been consistently applied to all the other utilities
in the state with outcomes determ ned by uniform,
coherent, fact-based analysis, and the facts of the
rates in each case.

The issue before the Conm ssion today
is whether you will reverse the proposed order
application of that consistent analysis to the facts
in this case.

COVMM SSI ONER O CONNELL- DI AZ: \What case is that?

MR. REDDI CK: ' m sorry?

COVM SSI ONER O CONNELL- DI AZ: \What case is that
you just cited?

MR. REDDI CK: The Anmeren case, the --

COWM SSI ONER O CONNELL- DI AZ: You sai d Peoples'
case --

MR. REDDI CK: -- 02-0798 case, the 2001 case and

the 0591.
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Com Ed asked the Comm ssion to abandon
t he approach it uses for everyone else to allow Com
Ed to increase its rate base by post-test year gross
additions to plant while ignoring offsetting
decreases to rate base that will occur as Com Ed
recovers invested capital through depreciation.

The proposed order applied
wel | -reasoned analysis and it concluded that the
known and measurable increases Com Ed rate base
attributable to plant additions would be recognized
but only to the extent that they exceeded the known
and measur abl e contenmporaneous decreases to Com Ed's
rate base which are recorded as accunul at ed
depreci ation and deferred income taxes.

There is no dispute that Com Ed wi l
recover capital and will reduce its rate base
t hrough Comm ssi on- mandat ed depreciation.

The reductions are certain. They're
known and measurable. They're cal cul ated using
Comm ssi on-approved depreciation rates, accounting
procedures, and rate base analysis. This is not

di sput ed.
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The Comm ssion can, and |I'm quoting
again from the Ameren case opinion, insure that the
rates established are reflective of costs and
revenues that may be expected for the period during
whi ch such rates are in place only if the Conm ssion
recogni ze both increases and decreases to Com Ed's
rate base that will occur over the same post-test
year period. The Ameren cases anal ysis does that.
The proposed order does that. Com Ed's proposal
does not.

So we have in this case Com Ed's | atest
and most extraordinary expansion of the Comm ssion's
decision in 01-0423, which pre-dated the Anmeren
cases by the way.

That decision, as | said, is not nearly
as full in its analysis and explanation or its
consi deration of substantive matters as the Anmeren
cases' opinion.

The Comm ssion here cannot blindly
replicate past outcomes as Com Ed asks. This is not
a Comm ssion where give it to me once, |I'mentitled

to it forever is the rule of | aw.
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I n any case, since the Comm ssion
deci sions are not res adjudicata, the Comm ssion is
not constrained by the prior Com Ed decision or
Peopl es' deci sion. Different proofs, different
records, different arguments may require different
results.

In fact, simply having nore information
or a better understanding of the consequences of a
decision is an adequate basis for a different
deci si on.

COMM SSI ONER O CONNELL- DI AZ: Are you suggesting
the Comm ssion didn't know what they were doing when
t hey enacted those orders?

MR. REDDI CK: | ' m suggesting that the Conmm ssion
may not have anticipated what |'m about to describe
which | believe may be an abuse of | atitude that was
given by the Comm ssion to the utility. There was
no way for the Conmm ssion to foresee that.

What are those consequences? Well, in
Docket 01-0423 Com Ed requested a pro forma
adjustment to increase its rate base by $253 mllion

for 6 months of post-test year activity.
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I n Docket 05-0597 Com Ed proposed to
increase its test year rate base by nore than tw ce
t hat amount, by nmore than $557 mllion for 12 nonths
of post-test year gross additions, also, without
recogni zing the offsetting decreases in plant
i nvest ment over the sanme peri od.

The effect there in 05-0597 was to
increase the rate base by nmore than half-a-billion
dol I ars even though under Com Ed's | ong accounti ng
practices, the accounting -- account would never
show a net increase of that magnitude.

In this case Com Ed has proposed to
increase its rate base by nmore than $1 1/2 billion
for 21 nmonths of post-test year gross plant
additions again without recognizing any of the
cont enmpor aneous decreases in plant investnment due to
i ncreased accunul ated depreciation.

I n each of those cases, Com Ed has
rejected the option of filing a future test year
case that would include all of its plant additions.

Com Ed's witness M. MDonal d,

testified that one of the factors in Com Ed's
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deci sion was the expectation that it can continue to
make these one-sided plant additions to a historical
test year even though he admtted that a future test

year woul d nmore accurately reflect the costs and

revenues in place while the rate -- during the
period of time -- I'"msorry -- during the period of
time the rates are in effect. The rate inmpact here

of Com Ed's unbal anced proposal is almst a hundred
mllion dollars a year in customer rates.

Com Ed has made several arguments to
support its position over the years, the big one
being that this moves the test year forward toward
accunul ated depreciation in violation of Rule
287.40. Did | say that right? Yes, 287.40.

In this case the testinmny of Com Ed's
wi t nesses and intervenors' wi tnesses shows that that
clarification is not a real distinction. In fact,
Com Ed's partner in urging the Comm ssion to approve
this one-sided adjustment, the Comm ssion staff, was
unable to maintain the charade.

In the staff's brief the staff said, as

M. Feeley told you just a few m nutes ago, that Com
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Ed's pro forma adjustment for gross plant additions,
quote, shifted conmpletely the |argest conponent of
Com Ed's rate base fromthe end of 2006 test year
forward 21 nmonths to Septenber 30, 2008.

| f noving a test year is a test, either both

adj ustments must be recognized or neither should be
recogni zed.

In the past and in this case Com Ed
argues that 287.40 prohibits recognition of test
year increases to rate base that will occur at the
same time as plant increase to rate base. On this
record that argument is exposed as basel ess. Com Ed
has been reduced to contending that the changes in
pl ant investment referred to in the Comm ssion's pro
forma adjustment rule can only increase utility rate
base.

The reference that -- the reference to
changes in plant investment instead of to net plant
means that only the activity of investing can be
recogni zed and the renoval of investing cannot.

I n past cases Com Ed has al so argued

that the adjustments for accumul ated depreciation
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shoul d not be allowed because it's not related to
its plant additions.

Well, if that were the rule, there
woul d be many consequences that |I'm sure the
Comm ssion did not contenplate when it passed the
rule. One, if Com Ed can control all other known
and measur abl e adjustnents to the test year data by
its own selection, it limts the Comnm ssion, it
limts all of the parties, and it limts the degree
to which we can match as the case |aw requires and
as your own rule requires increases the rate base
with decreasing the rate case that occur at the same
time when they are both certain known and
measurable, and I'"'min the red now, so |let ne make
one final point.

Com Ed raises for the first time in
this case the argument that the Conm ssion intended
to reduce the effects of regulatory lag for
utilities. That is an aspect of an argument
M . Feeley made to you; however, Com Ed or staff has
cited no Conm ssion opinion that states that as an

objective of its pro forma rule or recogni zing
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pro forma additions.

Mor eover, and more important, | think
the General Assenbly has adopted a regulatory regine
t hat prescribes a different remedy for regul atory
| ag.

The utility has an unfettered right to
seek rate relief at any time as a |lawful remedy for
the effect of regulatory |ag; noreover, the
Comm ssion's results provide the utility with an
option for future test year that assures that plant
additions even where there is an increase in trend
of plant investment so that that isn't left out so
that it can be taken care of.

Nowhere does the Comm ssion adopt
unl awful, inflated rates, and inflated rate bases as
a remedy for that supposed problem

Finally, | just want to rem nd the
Comm ssion that what we have here are two rules, one
that's applied to everybody else in this case and
one that applies to Com Ed and one in Peoples' case
here in Chicago.

Applying a previously-articul at ed,
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wel | -reasoned analysis that is conprehensive in its
scope and coherent across diverse fact-situations
uniformto all utilities in the state would not, as
Com Ed suggest, be an arbitrary action, rather a
consi stent analysis, renmoves the arbitrariness of
continuing different policies for different
utilities and it enhances predictability and
continuity of regulation in Illinois. Thank you,
and |I'm avail able for questions.

CHAI RMAN BOX: Any questions for M. Reddick?

(No response.)

Thank you.
MR. REDDI CK: Thank you. | ' m avail able for
guesti ons.
REBUTTAL
BY

MR. RATNASWAMY:
Your Honor, the next time the |1 EC

cites a case since Anmeren where this adjustnment has

been approved, it will be the first time. It's not
in M. Gorman's testinony. It's not in M. Effron's
testinony. It's not in any of the four briefs
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filed by the I1EC. It's not in any of the four
briefs cited by the AG It's not in any of the four
briefs filed by CUB. They have cited no case by
Ameren when it came out and it came out what they
propose.

| think this is the first time | have
ever heard a prior Comm ssion decision distinguished
based on the number of words in the Comm ssion's
concl usion, but, by the way, they're also m staken
about that. The Comm ssion include section in the
Peopl es case is a |l onger section in Anmeren.

One of the things that was in Ameren
t hough that M. Reddick did not mention is the
sentence just before he started quoting, which is
that the Comm ssion finds that where historical net
plant in service is either declining or relatively
static as in these cases post-test year pro form
increases to plant in service require further
analysis. That's the paragraph before he quotes
from That's the one in which the Comm ssion said
because of those facts we have to do a further

anal ysi s.
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This case doesn't have all those facts.

No one disputes this case doesn't have all those

facts. In fact, | thought this was going to be
cl oser.
(A pause.)
"' m not sure where | nmoved it. This is

what the AG said in the Ameren case. According to

the Comm ssion's own order, this is the |ead

argunment of the Attorney General. The AG argues

t hat because net plant in service has decreased

slightly over the past five years for UE has

remai ned al nost |level for CIPs while in the

post -test year additions w thout also adjusting

accunul ated depreciation reserve would distort the

revenue requirements for the conpany. This is a

factual difference between that case and this case.
In 2003 to 2005 Com Ed's net plant went

up by an average of 355 mllion; in 2006, 373

mllion. Contrary to M. Reddick's assertion about
500 mllion being unheard of, M. Effron's testinmny
and schedul es show that it went up by 449 mllion

| ast year.

124



10

11

12

13

14

15

16

17

18

19

20

21

22

Much is made of the matching principles
as well. \Whose proposal is closer to a Com Ed
actual cost will be when these rates are in effect.
There is a witness who testified about these,

M. MDonald, Ms. Holland (phonetic) and
Ms. Frank.

In M. MDonald's rebuttal, he shows
you what are the 2009 costs that are estimated, the
cost-of -delivery service for Conmmonweal t h Edi son
Conpany. The rate base nunber in the 2009 estimte
is hundreds of mllions of dollars higher than what
we're proposing.

If the AG and CUB adj ustments were

adopted, | don't have the exact number in my head,
but | think it would be approaching something |like a
billion dollars too |low of a rate base for our

actual costs.
The Comm ssion certainly has taken into
account the rate of investment as the AG s argunment
in the Ameren case shows.
Let's tal k about the nmonths issue

because some parties seemthis matters; for others,
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it doesn't. First, again, under staff's comment
position is reduced to 18 nonths.

Now let's just stop with the proposed
order. The proposed order said 21 nonths is
unprecedented, therefore, does it say the adjustnment
is, therefore, approved for the | ast three nonths?
Is that the unprecedented part? It doesn't. | t
approves -- inproves the adjustment for all seven
quarters of cap add (phonetic) even though in the
Com Ed 2005 case there were four quarters of cap add
(phonetic) adjustnments and you had 17 nmonths with no
adjustment in the Peoples' case.

So even if you start with the prem se
of the 21 months somehow matters, the adjustment is
wi |l dly overstated because it's for the whole period,
not for the part supposedly is going too far;
however - -

COWMM SSI ONER LI EBERMAN: Can | take you back to

t he net changes in net plant. | don't know, maybe
because it's late in the day on Friday, but I'm

m ssing the relevance of whether the plant -- the
net plant's increasing or decreasing. Il mean, it
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seems to me the principle -- the matching principle
woul d hold in either case, where it is relevant in
Ameren it's declining in Com Ed.

MR. RATNASWAMY: Let's take the matching
principle at face value. You want to have both
hi storical test year cases and future test rate
cases, so the revenue requirement approved makes
sense for which the rates are going to be in effect.

If you are investing at this rate of
investment and you are limted to the -- and you are
l[imted to the capital additions, mnus all the
change in the depreciation reserve and ADIT,
accunmul ated deferred inconme taxes, you never
recover, and consider, for example, the |last Com Ed
case. \What was that 2000 test year, 2005 capital
additions? When did the rates go into effect?
1-1-07.

Al'l the capital additions that Com Ed
made in 2006 that started accruing depreciation Com
Ed will never recover the loss -- the return for
t hat period. They can't because that would be

retroactive ratemaking.
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So between the cases, and a utility
that's investing in our system | think what we want
for safety and reliability reasons, they will be
forced to make investments that they can never fully
recover the cost of if you adopt the AG and |1 EC
proposal s.

Now in ternms of the matching

principles, that means your rates are out of sync

with your costs, because for a utility Iike Com Ed,
the rate will always under-recover the capital
investment and they'll always be |ower than actual

cost of service in that period.
For a utility |like Ameren-UE, the

mat chi ng princi ple makes sense. They are not going
to under-recover any of their investments because
their net plant isn't increasing between rate cases,
what ever rate they're investing in isn't enough to
have a significant increase in net plant. They
don't m ss out on any recovery.

COMM SSI ONER LI EBERMAN: Isn't this all fixed
with the forward test year? This whole conversation

woul d be fixed by a prospective. That's essentially
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what you are doing. It seens to me you are sort of
pushing forward.

MR. RATNASWAMY: | guess | would like to say four
t hi ngs about that. One is the evidence put in talks
about why a historical test year rate case was
chosen versus a future test year. There's been some
i nnuendo about that. The fact is the only evidence
in the record shows if we had chosen a future test
year, the rates would have been much hi gher.

M . Reddick elected to quote from the
transcript of M. MDonal d. He said the future test
year woul d be nore representative. That's true
because it would have been higher.

The future test year rule in addition
the evidence is -- the evidence is that Com Ed took
into account its current financial condition and it
al so took into account the defickling (phonetic) in
preparing the future test year rate in this case,
and that takes extra time, so Com Ed, based in part
on the Com Ed 2005 decision, decided that given its
current defickle financial condition, it made the

most sense to come in with a historic test year rate

129



10

11

12

13

14

15

16

17

18

19

20

21

22

case and it had to take into account how much extra
difficulty there is in a future test year with nore
requi rements, and, in addition, it is not the case
that if a future test year rate case fixes all those
or this.

| would say it fixes sone of this for
two different reasons. It doesn't get you all the
way there. One is going back to the Nicor 2004
future test year rate case, the Comm ssion ruled in
that case that in a future test year, even with the
utility with significantly increasing net plant, you
only use an average rate base.

So even in a future test year rate
case, the utility will not recover all of the
capital additions it makes in that future test year,
plus future test year rate case rules have no
provisions for pro forma adjustments, so any
investment that is made after the future test year
-- so future test year rate case not only was it not
really a feasible option for Com Ed, it would not
have solved the problem even if it had been

f easi bl e.
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In any event, the conplaint that we
should have filed in future test year rings awfully
holl ow from people who claimto believe that a
mat chi ng principle when, in fact, our cost would be
hi gher and future test year rate case would have
resulted in a higher revenue requirement.

COMM SSI ONER LI EBERMAN: Okay.

CHAI RMAN BOX: | feel obligated. M . Reddi ck,
woul d you |ike to respond to this, because you were
quite persuasive until about the paragraph you |eft
out about increasing and decreasing in val ue.

MR. REDDI CK: No, the paragraph that | didn't
gqguote is a part of what | described as a
comprehensive analysis by the Comm ssion in that
case. They | ooked at all the factual situations
t hat m ght come up. They addressed what would
happen if you had an upper trend and a downward
trend and in both cases, as M. Ratnaswamy said, if
you got a downward trend, the Comm ssion will | ook
further into the effects of the case. | f you have
an upward trend, | don't agree that the Conm ssion's

decision will say we will not have any further
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analysis, we will not |ook at the facts, we wl
automatically grant you the pro forma increase.

It sinply says we m ght be inclined to
grant a pro forma increase for plant additions under
t hose circunstances, and, as for the future test
year, | don't think we need to spend a whole | ot of
time on future test years too hard, but to the
extent that we have a future test year rule that
doesn't permt pro forma adjustnment, that's because
the future test year rule permts you to go forward
in time, two years forward in time, to capture those
pl ant additions.

The problem well, to avoid the
i nnuendo, again, I'll say one of the effects of the
future test year is that a future test year conpels
you to match. It doesn't allow you to do an
unbal ance adj ust ment.

So | happen to agree with Conm ssioner
Li eberman that, yes, a future test year resolves a
great many of those problens. | s anything perfect?
Of course not. Is regulatory |l ag necessarily a bad

thing? Not in all circunmstances.

132



3

4

5

6

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

The Comm ssion wor ks under

regi me where the General Assenbly has decided that

regul atory | ag does serve some salutary purposes.

In fact, it's the primary driver
i mprovenments for the utility for
i mprovenments for the utility, so

but if it's totally out of whack

f

or efficiency

cost saving

it's not all bad,

of course, that'

a regul atory

S

somet hi ng that needs to be addressed, and |I think to

that extent it can be addressed by a future test

year .

CHAI RMAN BOX: Any questions for M. Reddick?

MR. REDDI CK: ' m sorry?

CHAI RMAN BOX: Any other presenters?

(No response.)

Let's take the shorter

t akes about 10 m nutes, then we'

t ake a break

because both of us have planes to catch.

Under ground cabl e and services,

M.

Ri ppi e.

item which only
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ORAL ARGUMENT
BY
MR. RI PPI E:

Good afternoon, M. Chairman and
Comm ssioners. \When considering how the proposed
order addresses the costs of underground cables and
services in the evidence supporting those costs we
ask that the Comm ssion do two things.

First, as explained in our briefs with
respect to the disallowance of $17.7 mllion of rate
base recommended by the proposed order, it is Com
Ed's position that if the Comm ssion approves the
issue resolutions jointly recommended by Com Ed and
staff, Com Ed will accept that disallowance for the
purposes of this case; however, it is also our
position, for the reasons stated in the brief, that
no ot her adjustments can be supported and that the
adj ust ment cannot be -- even that adjustment cannot
be supported under other circunstances.

Per haps nore inmportantly, the second
question of how Com Ed -- of how the Comm ssion

addresses staff's desire for additional information
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beyond that which has been required in the past
about increasing asset values is a question that
staff and Com Ed have tried to work cooperatively to
addr ess.

We each considered the issue carefully
and have agreed | believe to work together on this
issue to identify practical information and usef ul
information that can be provided to staff wthout
putting demands on the company that would frankly
result in significant increases in investnments in
comput er systenms necessary to maintain that
i nformation.

| believe we have arrived at | anguage
i mpl ementing that which is the | anguage reflected in
Com Ed's reply briefs on exceptions which |
understand staff has no objection to.

It is my belief that this resolution
makes sound policy sense. It is a way in which
staff can get the information they need and the
information that they desire while at the same tinme
not requiring a substantial increased investnent

that would result in increased rates and al so being
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fair to Com Ed by not retroactively applying it to
standard and requiring it to produce information
that it has not been required to produce in the
past . It's a win-win situation.

We urge the Comm ssion to adopt it and
we commt to working with staff in good faith to
identify and inplenment that information.

Barring questions, | would mve ny
remaining 2 1/2 mnutes to SMP. Thank you.

CHAI RMAN BOX: Staff. M . Fosco.
ORAL ARGUMENT
BY
MR. FOSCO:

Good afternoon, Chairman Box and
Comm ssi oners. | am Carnmen Fosco, one of the
attorneys representing staff, and I will be
addressing the underground cabl es and services
i ssue.

As set forth in staff's briefs on
exception, the proposed order granted some
adj ustment but not staff's full adjustment on this

i ssue.

a
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We believe the proposed order is
correct in finding that Com Ed's proof was not fully
adequat e; however, as stated in our brief on
exceptions, we do recommend that if the Conmm ssion
accepts the set of issue resolutions set forth in
the stipulation we will press no further on this
particul ar issue.

In the alternative though, if the
Comm ssion doesn't accept the set of issue
resolutions as set forth in the stipulation, we
believe that staff's full adjustment is appropriate
for the reasons set forth in our briefs.

As to the issue of information that was
a key fact in staff's case, that information wasn't
fully adequate and we believe that this Comm ssion
needs to send a nessage that Edi son needs to address
this issue.

Havi ng said that, Edison was responsive
inits reply brief on exceptions to staff's proposal
to provide this information, Edi son envi sions a
process, and we don't dispute that. Clearly the

record in this case doesn't fully resolve all the
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issues in terms of what's avail able under the system
and how easily items can be produced.

Wth that in m nd, we do not object to
the alternative | anguage that Edi son presented in
its reply briefs on exceptions with respect to the
information issue.

As | said, an alternative position is
t hat you should grant the full adjustment if you
don't accept the stipulation, but having said that,
| guess | have no further remarks. | woul d be
willing to answer any questions that you would have.

CHAI RMAN BOX: When you say there's not enough
evi dence, not enough evidence presented or actually
it's in the record for review?

MR. FOSCO: Well, the staff case was that we knew
we had a significant nunber of additions, and we
just heard a big argument about how Com Ed al ways
has an increasing rate base, so this is an ongoing
i ssue.

Staff has to look at this, and one of
the things that staff wanted to do was to | ook at

the increases and then try to make, you know, a
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hi gh-1 evel value judgment about those increases, so
what staff did was analyze the unit cost, and when
staff | ooked at the unit cost, there were some costs
that increased nmore than others and we felt that

t hat change was not expl ained.

|'m certain the conpany would say,

well, we provided testinony about how we construct
projects, and that's true, but we still feel that as
regul ators of staff the -- we have to have tools

that work for us and in this case that's why we
t hink we need the information.

So it's in that sense, Chairman Box,
that we felt that Com Ed's presentation wasn't
adequate and we think the proposed order agrees with
t hat . It just reduced the adjustments based on some
cross that showed what happened when you drop the
one year from the conmpari sons.

COMM SSI ONER O CONNELL- DI AZ: M . Fosco, with
regard to staff and the company's position, it
appears that you will work together to conme up with
a format that is forthcomng with information in a

fashion that staff is confortable with?
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MR. FOSCO: Yes. The company put in very

favorabl e | anguage from our point of view that they

woul d present. They clearly said if anything
doesn't have a significant cost, they'll provide it
to staff and they agreed to work with us to |let us

know what information is available, and | think al
they did was sort of preserve their right to say now
this m ght cost this much money and we don't know --
from their point of view, they're saying we don't
know if that's relevant. Obviously, we think it
m ght be worth it, but that's an issue that we can
address going forward and the conpany has commtted
to working with staff on that basis.

COWMM SSI ONER O CONNELL-DI AZ: This is nmore, for
| ack of a better word, a conmplete break down of
mat erial, |abor, cost per project, as they seemto
have like this big overall cost basis and you want
nmore di screet.

MR. FOSCO: That was the issue, your Honor.
There's the FERC accounts and those individual FERC
accounts the conpany's system apparently did not

keep the particularized | abor and material costs

140



10

11

12

13

14

15

16

17

18

19

20

21

22

that staff was |ooking to focus on, and we did have
some material and information for the total amount
of plant added but not for the specific further
accounts.

CHAI RMAN BOX: Any questions?

MR. RI PPI E: M. Chairman, if | mght be all owed
| eave, and | promse it will only be about two
m nutes, just to be clear, we believe, as M. Fosco
said, that this issue -- that we can resolve this
issue in a way that makes sense not only for this
case, but for future cases, but so there's no
m sunder standing, if this Comm ssion rejects that
joint resolution, the conpany does strongly believe
that it provided adequate evidence to justify all of
its rate base additions, including with respect to
under ground cabl es and services and, indeed,
provided a greater |evel of evidence than been
required of other utilities.

We believe with staff that you need not

reach that issue because, as we said, we have
provided a way that makes sense in this case and for

the future.
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CHAI RMAN BOX: Questions?
(No response.)
W will take a five-m nute break and
five mnutes only.
(Wher eupon, a 5-m nute

break was taken.)

We' Il start on the last issue which is
Ri der SMP. If we can start nmoving towards our
seats. The | ast topic shown before us is Rider SMP

in which issues are raised by the rider and the
smart grid. We have a whole 49 m nutes. | think
we'll get through it a little sooner than that.
Starting off with Commonweal th Edi son 15 m nutes
plus your 2 1/2.

ORAL ARGUMENT

BY

MR. RI PPI E:

Good afternoon, again, M. Chairman and

Comm ssi oners. My name again is G enn Rippie and |
am counsel for Com Ed. | will be addressing in this
segment of oral argument how the Conm ssion can take

policy action to deliver real and significant
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benefits to customers by noving forward with smart
grid technol ogi es.

| will reserve the remaining portion of
my time after this presentation for rebuttal and
also, with your |eave, ny coll eague, M. Emm tt
House, who's at the table with me, will address any
guestions that the Comm ssioners may have or that
our opponents may raise with respect to the legality
of the legal authority that the Comm ssion has to
approve riders |like Rider SM. | will address
matters of technol ogy, policy, finance, and rate
structure.

So what does Rider SMP do and why
should you adopt it? Com Ed, make no m stake, asks
you in this docket to approve a rider mechanism | t
is a structure in a tool. It is a means to adopt
smart grid technology in a manner that is under your
conpl ete control and that allows you to evaluate on
a project-by-project basis those smart grid
technol ogi es and test them against the types of
i nformati on and evidence that you laid out in the

Peopl es' case.
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What does it do in order to acconmplish
that? First, Rider SMP establishes a procedure
under which stakehol der input into potential smart
grid projects can occur and under which you can then
after that stakeholder i1input has occurred review the
projects and make an i ndependent determ nation in
each case whether the project should proceed.

Second, Rider SMP allows Com Ed to
recover return off and on keeping nost grid
i nvestments down, and if you can just pause for a
second, it will be clear. It does not recover the
cost of the smart grid investment.

If we invest a hundred dollars in the
smart grid project, $100 does not flow through Rider
SMP. All that flows through Rider SMP is return off
and on that hundred dollar investment in the period
before the next rate case when it gets rolled into
rate base like it normally otherw se woul d.

Absent that rider, however, that
incremental return off and on would be lost to Com
Ed. It would never be recovered and, in addition,

Com Ed woul d face significant uncertainty about its
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ability to recover the smart grid investment to
begin with.

The third thing Rider SMP does is it
establi shes concrete consunmer and regul atory
protections. Now one of them | have tal ked about
already I'mgoing to talk about a |Iot which you hold
t he keys. Not hi ng gets done unless you approve the
project, but it also contains an earnings cap
model ed after the structure that is in place in the
water incremental i1nvestment riders that insures
t hat none of those streams of recovery of
incremental return off and on can cause Com Ed to
over -earn. There is no way Rider SMP can cause Com
Ed to over-earn.

The question is sinply is Com Ed going
to under-earn because it's being asked to make
significant technology investments that benefit
customers.

Now why is the rider critical? 1It's
critical because it allows Com Ed to explore and
where the Conmm ssion agrees, actually depl oy new

technol ogy that can transform the nature of the
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utility business and bring huge benefits to
customers.

Those benefits are acknow edged by
wi tnesses for virtually every party in this case.
It includes witnesses for the staff, wi tnesses for
CUB, even witnesses for some of the people that
object to the rider acknow edge the trenmendous
benefits that rider -- that rider brings about that
smart grid can bring.

Because those projects are new
t echnol ogi es and would require significant
forward-| ooki ng investment beyond that that Com Ed
woul d ot herwi se make, they create intractable
problems, intractable risk for ComEd if it was
forced to invest on UE under a full (phonetic)
backward regul atory model which we don't know what
we are going to recover, but we do know we are not
going to recover a earning off and on for a while.

| ndeed, because of Com Ed's
extraordi nary weak financial condition conmpared to
other utilities and because of investnment

constraints of the conpany, Com Ed would be unlikely
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to be able to make these investnments at all wthout
your review ng them up front and giving Com Ed
direction.

The bottom line is this. Ri der SMP
all ows you to provide certainty and direction and to
allow Com Ed to recover its reasonable and prudent
costs. We think that is a beneficial thing for
consumers, as well as being fair to Com Ed.

What then should the Comm ssion do
relative to the proposed order? W ask the
Comm ssion to do three things: First, we ask the
Comm ssion to revise the proposed order so that
Ri der SMP does not have to be litigated all over
agai n.

Wth all due respect to Yogi Berra, to
do it all over again is kind of funny, but it's not
good regul atory policy. There's a conplete rider in
this case -- a conplete record in this case about
the rider and Com Ed is not asking you in this case
to approve the prograns. There is no reason to
require this debate that we're having today all over

agai n about the mechani sm
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Second, the rider should not be limted
in advance to AM Phase 0. If you and the
Comm ssion decided that's all you want to proceed
with, Rider SMP rests with you that authority.
Not hi ng goes forward wi thout you approving it, but
if you tie up the rider and limt it to Phase 0 of
the metering infrastructure in the terms of the
rider, that tool is lost to you and you won't be
able to use it and we won't be able to use it to
depl oy anything el se. Even if you were to decide
t hat those technol ogies would be good, the tools

should be free for you to use as you see best.

And, third, we have got a couple of flow
charts here and they're just illustrative. The
proposed order recommends, | think fairly, quite a
compl ex system of generic workshops, rate

re-filings, and particular workshops, all of which
on that chart occur before we get to the Com Ed
proposed SMP wor kshop or process.

"' m not going to question the val ue of
generic proceedings. There may be a place for them

The company doesn't think they're as inportant, but
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what |'m going to ask is that the Comm ssion should
not make this a serial process. It should not stal
movi ng forward with actual smart grid projects that
you may find are beneficial to customers while we
wait for that close to a two-year process that the
proposed order |lays out to occur.

So if the Comm ssion decides to go with
generic processes and have generic workshops,
because it needs that information, wants that
information, or think it may be hel pful, we ask that
t hat process be conpleted in parallel with your
ability to consider and our ability to propose
concrete projects.

| would reserve the remaining
10 m nutes for rebuttal by either M. House or
myself, if any, depending upon the parties’
guesti ons.

CHAI RMAN BOX: Questi on.
(No response.)

Just one question. You are talKking
about recovery of the smart grid case. You want to

expl ain that again.
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MR. RI PPI E: Yes. If you'll permt me what |
hope is an illustrative exanple, let's say you were
to invest a hundred dollars in a smart grid project
and that investments were to occur on a project.

For exanple, that started on the first cycle and
woul d be made in 2009.

Wt hout Rider SMP, as Com Ed is
investing that hundred dollars, there's a cost to
that capital. That's an incremental investment. W
are going to have to get it from somewhere and that
cost that you are allowed rate of return is going to
be somet hi ng between 11 and $12. Let's say $11.
That noney will never be recovered.

What Rider SMP says is we are going to
l et Com Ed recover that $11 subject to two inmportant
t hi ngs, actually three important things, but one
we're not going to let that $11 recovery |let Com Ed
over -earn. If Com Ed's going to over-earn, earn
more than it's allowed to return, it's pat.

Second, we are not going to let Com Ed
add more than 5 percent to the total distribution

charges. That's another |evel of protection, and,
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third, we are only going to let Com Ed do that
subject to an after-the-fact review of the prudence
and reasonabl eness of that hundred doll ar

i nvest ment .

If it turns out we invest a hundred
dollars and could have done it for 90, there's an
after-the-fact review proceedi ngs when you get it to
| ook at the basic point | want to make,

M. Chairman, it's not the hundred doll ars.

The remai ning portion of the investnment
wi Il get put into rate base whenever the conmpany
files its next general rate case.

What this rider does is provide its
regul atory certainty that is it allows you to tel
us that this is a project you want done and it
all ows you to get cost recovery, because frankly,
ot herwi se, the best we can do is break even and we
wi Il probably | ose, and the conmpany's not in any
financial position to undertaking investments |ike
this under that circunstance.

CHAI RMAN BOX: Appreciate it. Thank you.

Staff.
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ORAL ARGUNMENT

BY

MR. FOSCO:

Good afternoon, Chairman,
Comm ssioners. Carmen Fosco again on behal f of
staff.
The proposed order decision on Rider

SMP is a nmulti-part ruling that approves Rider SMP
for the sole purpose of inmplementing what is called
Phase O depl oyment of AM the funds to generally
adopt Rider SMP at this time provides for workshops
to consider the various issues concerning smart grid
pl anni ng, deploynment, followed by the adopted
proceedi ng by the Comm ssion to adopt smart grid
policies and directs Com Ed to re-file its request
for Rider SMP for a proposal what it calls Rider SMP

smart grid following the smart grid planning docket.

Staff supports the proposed order --
t he general findings of the proposed order. W
think that the proposed order sets forth a

reasonabl e plan to consider smart grid issues and to

consider rider recovery for smart grid costs and
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appropriately finds that it's not appropriate at
this time to approve rider recovery. | will cover
t hese points individually.

Staff agrees with the proposed order's
decision to decline to exercise the Comm ssion's
di scretionary authority to approve Rider SMP as
proposed by Com Ed.

The proposed order correctly notes that
the Comm ssion has the authority to approve riders
under appropriate circunmstances but then further
notes that to do so nmust be based on particul ar
ci rcunst ances.

The proposed order then goes on to find
that the Comm ssion nust first determ ne how smart
grid should be deployed in Illinois and then
determ ne to what extent it's necessary to inprove a
particul ar cost recovery mechani sm

As staff interpreted the order, the
proposed order, it correctly finds that the problem
with Com Ed's proposal is that it's very -- its
rider proposal is that it's very vague on the

specifics of smart grid deploynment that will take
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pl ace.

Yes, staff recognizes there are great
potential benefits to adopting the smart grid. Yes,
we paid attention to your directions to us in
Peopl es that you want to consider system
moder ni zation, and we took a much different view of
the rider proposed in this case, but having said
t hat, basically any proposal that could be said to
benefit the network could be an SMP proposal as
proposed by Com Ed. Even t hough the Comm ssi on
woul d have the right, as M. Rippie pointed out, to
review that, we don't think that's an appropriate
basis to consider rider approval.

In addition, we did have some testinony
poi nting out that there are other mechanisms to
address the regulatory |ag issue. Now we didn't --
we're not saying that that has to be the case in the
future once we get to a point where we have a nore
specific proposal, but, as earlier discussed, the
company could have a future test year that would
address sone of the regulatory lag, and | guess |

woul d point out that every rate base investment is
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subject to this regulatory |ag.

If M. Rippie's argunents were taken at
face value, every rate base investment would need to
go through a rider and every case where they made an
i nvest ment they would have to wait for the next rate
case to recover that.

So the real issue is whether there are
appropriate benefits to smart grid deployment that

justify and necessitate rider recovery and that

staff's view is that it's -- you know, you want to
consider that. W think the process that -- the
proposal proposed earlier will allow that.

We do have sonme m nor di sagreements
with the proposed order and we do al so have numerous
modi fi cati ons. One of our disagreements is that the
proposed order criticizes the parties for addressing
the sort of rate base versus rider recovery and in
terms of whether it's appropriate to recover smart
grid costs, and | think that the proposed order
m sinterprets staff's position in this regard.

Whi |l e, obviously, it wasn't part of the

proposed order decision to decline Rider SMP, the
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proposed order states that there was an

i nconsi stency by parties contending that the m ni num
service requirements i ssue m ght be an obstacle at
the same time not at what the proposed order said
was not objecting to base rate proposal.

| just have two points. When staff
made this point, staff wi tness Linkenback, he was
only making the point that Com Ed has adm tted that
it's not necessary to meet the m nimum service
requi rements and his point was that, therefore, we
need a special showi ng of need and, obviously, there
is something then that interpret requirenments that's
not in this issue.

When you go beyond that, you must weigh
the cost and benefits and demonstrate need. That
was the only point M. Linkenback made in this
testimony; and then secondly there was no proposal
in this case to recover these costly base rates, so
the fact that staff didn't oppose that doesn't
surprise nme because it wasn't an issue, so | think
the proposed order just sort of m sreads the

evi dence on that point.
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We do agree, however, that the issue
of whether particular costs are appropriate for
recovery is the statute not directly related to the
issue of rider recovery.

Staff agrees with the proposed order
decision to approve Rider SMP from Phase O with the
conditions that Phase O for AM is clearly
identified as a pilot for an external programthat
can and will be used in the workshop and docket
process that the proposal |ays out.

In staff's view, it makes no sense to
approve Phase Oif we're not going to be able to use
the information that comes from the sort of parti al
depl oyment of AM to consider when we think about
smart grid, so we made the distinction in our brief
on exceptions that if the intent was sinply to sort
of approve the first phase of full deploynent, then
we don't support that because we don't think the
record supports full deployment at this time

We do, however, agree that Phase O was
okay if it will be used in the workshop process. I n

t hat same regard, we also agree, | believe it's at
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Edi son's request, that if that's the basis on which
it is approved, then we don't have a question
regardi ng the prudence of undertaking that
investment for that purpose. We think it's
reasonable to have a pilot program to get necessary
i nformation, consider smart grid issues in Illinois.

This al so means though that there had
to be a change to the workshop process outlined in
the proposed order.

It will take seven nonths --
according to the testimony, it will take seven
mont hs to depl oy your meters and then after the
meters are deployed which obviously gather some
i nformati on about their impact to have that to use
in the workshop.

So the one year time line that the
proposed order sets forth staff does not see how
t hat can be adequate to consider Phase O, so we
propose that there be a two year time line instead
of one year time |line.

COVM SSI ONER O CONNELL- DI AZ: What's the cost of

t hat ?
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MR. FOSCO: The record indicates it will cost
roughly $60 mllion.

COVMM SSI ONER O CONNELL- DI AZ: \What happens if
after those meters are deployed and we don't do
anything else with the rider or we don't get to the
phase I'Il call it Phase |?

MR. FOSCO:. We do approve -- staff supports Rider
SMP for Phase O, which nmeans the conmpany woul d
recover their return on and off that investnment
until its in rate case and they can put it in. We
woul d still have the reconciliation proceeding to
| ook at the reasonabl eness of the actual costs
incurred and they would recover those costs. There
woul d be nothing about the rider sunsets to prevent
them from fully recovering all those costs until
they can put it in the next rate case.

COMM SSI ONER O CONNELL- DI AZ: | believe that
answers the question.

MR. FOSCO: They woul d recover those costs, maybe
not the full $60 mllion, because it will be
depreciated down to the 40 mllion by the time it

gets to the next rate case.
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Staff also recommends that certain
clarifications be made to the workshop and docket ed
proceeding. One of those is that Com Ed shoul d be
required to basically report to the workshop the
results of Phase O. The order -- these are not so
much criticism but exceptions to just
clarifications.

We think that the final order which
this Comm ssion enters should specifically direct
Com Ed to provide the results of Phase O to the
wor kshop participants.

The proposed order should al so make
clear that we're tal king about a statew de process
to consider smart grid issues with the utilities to
fund a facilitator and we al so agree that the |ist
of topics that were specified in the proposed order
for the workshops should be expanded a little bit to
consi der demand-side tariffs that could take

advant age of demand side responses and their focus.

COWMM SSI ONER O CONNELL- DI AZ: By nature of the
wor kshop - -
MR. FOSCO:. Well, the workshops thensel ves woul d
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not be binding, but the end result of the workshops
woul d be a recommendation to the Comm ssion for
adopti on. So in that docketed proceedi ng we would
proceed with whatever the Comm ssion's order in that
proceedi ng woul d be binding on the Illinois
utilities. The proposed order then provides for
Com Ed to file a revised rider based upon what cones
out of the workshop docket, so we don't know what
t hat woul d be today.

| f the Comm ssion decides a significant
smart grid investment is appropriate, we can assune
t hat Com Ed would propose that as well as a rider to
address that and would address the rider issue and
hopefully we have the cost benefit information to
make a full determ nation about whether the rider
recovery i s appropriate.

On the rider recovery, | guess | do
want to distinguish that from some of the others
t hat are opposed to the rider. W do feel that some
of the safeguards that the company has agreed to do
resolve at | east some of the |egal i1issues but stil

| eaves i ssues.
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singl e-issue ratemaking. Parties have said it's not
perfect, and that may be true, but we think from a
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approve a rider if they were consi dered.

COVM SSI ONER O CONNELL-DI AZ: That's before the
Comm ssion this particular rider the Comm ssion
woul d | ook at before any project is given the go
ahead that we would | ook at and additionally we
woul d al so approve any noney that is spent on a
project-to-project basis?

MR. FOSCO: True, but staff's main concern with
the current rider is that there was not a firm

definition of smart grid projects and It was very

broad.

COVMM SSI ONER O CONNELL- DI AZ: s there a
definition of the smart grid out there? | go
everywhere and | know we have coll aboratives going

on.

MR. FOSCO: That's probably what we thought would

be addressed in the workshops. W did make sone
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alternative recommendations in our briefs. W did
say if the Conm ssion were inclined to approve the
rider, we would set forth a list of conditions or
changes that should be made to Com Ed's proposal and
one of them was to either specify that the workshop
addressed that issue, or | think we referred to the
definition of smart grid in the ElI SA Act, the
Federal Act. | think that was another alternative
we put forth that would work. Those were our
alternative positions. W think the best thing to
do is discuss those issues with the workshop.
| see my time is up so if there are no
guestions --
CHAI RMAN BOX: Any further questions?
(No response.)
MR. FOSCO: Thank you.
CHAlI RMAN BOX: Moving on to the Attorney General,
Ms. Lusson.
ORAL ARGUMENT
BY
MS. LUSSON:

Thank you, Chairman. Good afternoon,
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Comm ssi oners. My nanme is Karen Lusson and | am
here on behalf of People of the State of Illinois
fromthe Attorney General's Office.

Today Com Ed in the proposed order
endorsed and approached the system noderni zation
that's akin to remodeling a house without a
bl ueprint or a budget but still sending a bill
requiring payment.

| magi ne a foundati on being poured and
the addition being framed with no clear
under st andi ng or description fromthe contractor of

the construction standards to be applied, whether it

wi Il imrove the perceived problems in the house or
how nuch the project will cost ultimately.

The contractor, however, is saying one
t hing and he has the captive funding so you are

approving the installation of 200,000 neters,
expecting ratepayers to pay for Rider SMP without a
clear blueprint plan for smart grid as being laid
out . It is the regulatory equivalent of that Il
define house renodel.

Wth Rider SMP, Com Ed seeks nothing
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|l ess than to radically alter the way infrastructure
moderni zation is financed.

The record evidence shows Com Ed failed
to prove a need for such extraordinary
pre-approval on rate recovery for plant. It can and
shoul d be recovered as a rate base investment if the
company deens it prudent. We hope you will wthhold
pre-approval of Phrase O. The nore responsible
approach is in a collaborative proceedi ng before any
rat epayer noney is prom sed.

There are at |east five reasons why we
believe the Rider SMP should be rejected. First,
t he conmpany's uncertainty about AM and the other
Ri der SMP projects don't justify a change in the way
utility plant is incorporated in rates.

For more than a hundred years Com Ed
has made i nvestments, financed them through
i nternal -generated funds in the capital market and
then filed the rate case to have those investnents
including in rate base when it needed nore revenue
to recover its costs.

Now Com Ed's argument in this case, as
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M. Rippie referred to this, that they don't I|ike
the uncertainty stemmng fromthis process and that
it lacks confidence that its investment will be
deemed prudent and placed into rate base.

The conpany stated that throughout this
case that the SMP project, including Phase O are
di scretionary. That's the word they use,

"di scretionary,"” and not -- quote, not necessary for
the provision of safe and reliable electric
di stribution service.

Rat her than justifying automatic rider
recovery, we think that information supports our
view and that view of many other parties that
pre-approval is a bad idea. Per haps the real source
of Com Ed's uncertainty is not rate recovery but the
substance of the investments thensel ves.

Com Ed withdrew its request for
specific project approval again which M. Rippie
mentioned at the end of the case. Recogni zi ng that
there just are too many unknowns and controversies
in terms of cost benefits and engi neering standards

associ ated with this technology, instead it seeks
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approval of the funding, at |east at the end of the
case it sought approval of only the funding rider.

If the conpany is uncertain what these
i nvestments would be and what they would cost you as
regul ators, why should you as a regulator allow them
to proceed with ratepayer nmoney and guaranteed and
then with ratepayers assume the risk of that
i nvestment. That's sinmply not good regul atory
policy.

The second reason the rider should be
rejected is because rider treatment will shift cost
to ratepayers while allow ng sharehol ders to keep
the benefit Rider SMP pre-approval of ratepayer
funding elimnating the incentive that the conpany
has to invest prudently, which it always had under
traditional format, and it's inherent in the
existing rate base plant recovery process, and why
is that, because by getting advance prudency funding
t he ratepayer financing before they're proven use
and useful, the conpany has |ess of an incentive to
make sure that that is good investment that it is

prudent, that they're spending the right amount of
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money on it.

COMM SSI ONER O CONNELL-DI AZ: Ms. Lusson, does
the reconciliation proceeding, as well as the
earni ngs cap, kind of aneliorate that problem?

MS. LUSSON: No. We don't think it does for a
coupl e of reasons. First of all, people call it an
ear ni ngs cap. During the cross-exam nation, the
company agreed it's not really an earnings cap.
It's an earnings test, but there are all sorts of
problems with that earnings test.

First of all, unlike a rate case where
the staff is able to review all of the conmpany's
data through the Paragraph 285 filing, all of those
schedules, A, B, C, D, E, | believe, F, reans and
reams of information, the conmpany is talking about
filing on an annual basis a FERC Form One docunent
about that big (indicating).

I n that document are areas where the
company has the ability to make -- report certain
accounting nunbers that, in fact, are open to
certain amounts of subjectiveness.

Com Ed wi tness Husma (phonetic) agreed
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with us on that point. I n other words, one of the
-- one of the areas that is very much open to
subjectivity in that filing is that the conpany
woul d renpve, quote, |large non-recurring charges or
credit for the purposes of calculating net operating
income in a given year.

Well, Ms. Husma concurred that there's
a significant amount of judgnment that goes into how
t hat earnings is cal culated and whet her or not
something is a, quote, |large non-recurring charge or
credit.

COMM SSI ONER O CONNELL- DI AZ: Woul dn't in the
reconciliation everyone have an opportunity to | ook
at what those costs are and contest anything that is
not appropriate before flowi ng through to the
customer ?

MS. LUSSON: Well, it involves the reconciliation
of costs, but, in our view, and, in fact, when we
asked M. Crunrine who was the witness said this
will be the thing that protect ratepayers this
earni ngs test or earnings cap process.

VWhen | cross-exam ned himon it, he had
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no specific knowl edge of any of the accounting
entries in that form so --

COWMM SSI ONER O CONNELL- DI AZ: | "' m not asking
about reconciliation proceedings. That would take
| ook at what the project is.

MS. LUSSON: That will involve staff and
interested intervenors reviewi ng the dollars spent

on the project, yes.

a

That |leads me into ny third point as to

why | think this rider should not be approved is the

adm ni strative burden associated with that rider.

Com Ed's plan as we know was created
with adm nistrative appeals, and then, as |
mentioned, it involved FERC form one.

Again, while the conpany admts this
will | eave considerable room for subjective
financial reporting, it promses to create what we
think are going to be mni rate cases in and of
themsel ves with the Comm ssion considering whether
or not the conpany's over-earning.

It's important to note to that

Commonweal th Edison in testinmny stated that they

170



10

11

12

13

14

15

16

17

18

19

20

21

22

will be filing rate cases on a regular basis, both
M. McDonald indicated that and M. Mtchell that
they will be filing a report to the SEC, so staff
and intervenors are going to be in the unenviable
position of having to do constant rate cases, and
reconciliation proceedings, and exam ni ng whet her or
not the company is over-earning.

Anot her reason why the conpany's rider
should be rejected is that the conmpany failed to
prove a financial need for the rider. Staff and
consumer witnesses agreed on this point that the
company did not prove financially. The evidence
shows that technol ogy investment can and does occur
wi t hout extraordinary rate-paying riders.

First of all, staff testified that the
lag time between the investment and recovery rate is
no greater than any other capital investnment,
especially if we know, as Com Ed has testified, that
it plans on comng in on a regular basis is much to
our chagrin for rate increases.

Today, again, Com Ed successfully

moder ni zes it network without a rider. It's been
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investing hundreds of mllions of dollars in the
normal course of business again wthout a cost
recovery rider.

Com Ed's Part 285 filing made cl ear
that in the 2002 through 2002 time period
internally-generated funds from operati ons were
sufficient to fund dividends to the parent in al
but 2006 while construction |evels ranged from $712
mllion to 910 mllion.

Now comparing that with what Com Ed
says Phase O will cost about $60 mllion, again, and
t hese are cost estimates, not certain dollars,
but --

COWM SSI ONER O CONNELL- DI AZ: How much do you
think this will be the figure by the time you are
done?

MS. LUSSON: According to Com Ed, yes. According
to Com Ed's plan, yes, you, the Comm ssion don't
have to necessarily -- Com Ed's view as to how smart
grid should be invested in the rates certainly the
rate as at which it should be invested.

Rider SMP -- if the project cost $60
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mllion, that would generate under Rider SMP about
$9 mllion, so if you conpare that $9 mllion with
the $900-plus mllion that they spent in 2006 in
construction expenditures and where the $60 m |l i on
t hat Phase O would cost, it's an appl es-and-oranges
compari son. There sinply isn't a financial need for
this rider and then there is the problem of
singl e-issue ratemaki ng, again, the rider would
rai se custonmer bills for one and ten times in
isolation and this case it would be the financing of
Phase O. That is in single-issue ratemaking.

The second issue | wanted to address is
that is the capital budget for Com Ed Ri der SMP.
Now t he other problem with the rider is that the
rider does not reflect savings. Com Ed has in its
busi ness case if you |l ook at the oral argument
exhibit --

COMM SSI ONER FORD: Ms. Lusson, | guess ny
confusion is that the direction of the Federal
Policy Act said we nust begin to -- the state nust
begin to consider the smart grid topic.

MS. LUSSON: Sure. We encourage the state to do
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t hat, absolutely. W believe a collaborative
proceedi ng should be held.

COMM SSI ONER FORD: And that should be finished
by Decenber 19, 2009, so that is |I think the process
that we're beginning to ook at and investigate, and
| think to move forward with this is one of our
federal policies. That's why |I'm concerned the AG
woul d not be on board with this.

MS. LUSSON: We agree, in fact, that a
col |l aborative proceedi ng should move forward. W
just don't think the Rider SMP should be adopted.

I f you | ook at the statements that
Com Ed believes that will occur, the problemis this
rider will not pass any of these savings on to
rat epayers. Again, the Com Ed answer to that is,
well, that's not a problem because we have this
revenue test or earnings cap as part of the
reconciliation proceeding, but, again, that is
deficient. It actually becones a little mni rate
case and traditional method of financing plant just
is a better approach because you then can exam ne

the costs, determne if they're prudent and that it
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is just a superior way to do it and that's --

COWMM SSI ONER O CONNELL- DI AZ: How woul d t hat be
better than specifically |ooking at a project as
opposed to having it buried in a rate case where it
coul d probably get short shift.

Are you suggesting that staff is not
able to make those -- that analysis in the
reconciliation proceeding on a yearly basis --

MS. LUSSON: | "' m suggesting --

COWMM SSI ONER O CONNELL- DI AZ: -- or any other
party that would |like to?

MS. LUSSON: | ' m suggesting that traditional
regul ati on works best. Traditional regulation works
best because it gives the conpany incentives to
invest prudently and it does -- and that works that
way because they will get conmpensated for that
investment when they file a rate case and it's
decl ared used and useful and it's put into rates and
earn a return on that initial investment.

COWMM SSI ONER O CONNELL- DI AZ: "' m m ssing the
di stinction, a different method of doing the

accounting so that those costs would flow through
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once there's a determnation is made that it was a
prudent investnment and it should be flowed through
the custonmer and that's what the purpose of that
type of rider recovery is inplying. Wy do think
it's a better situation than that.

MS. LUSSON: The reason it's a better situation

because of regulatory lag and it gives -- as | said,
it gives the utility -- and the utility's in the
best position to analyze the investment. They can

evaluate the risk, select the technol ogy, and
vendors, manage construction activities, and control
costs, and they're conpensated for their risk. That
is a part of the revenue requirement cal cul ation.
Rat epayers are not in that position.
We don't have access to capital funds. Rat epayers
don't have the expertise to make deci sions about
i nvest ment s. Essentially, the responsibility for
the investment is being shifted. The risk is being
shifted to ratepayers and, in a sense, to you, the
regul ators. They're saying you approve the project
and, you know, then we have got the advance prudent

all system smart grid to go.
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That shoul dn't be your role. Your role
the utilities. It's the utility's job to determ ne
what constitutes a prudent and efficient investnent.

COWMM SSI ONER O CONNELL- DI AZ: Any time they're
assum ng there was a rider out there, the Comm ssion
could rule the rider at any point in time, couldn't
t hey?

MS. LUSSON: ' m sorry?

COMM SSI ONER O CONNELL-DI AZ: The Comm ssion
woul d have authority to cease the rider and send the
conpany in if there was something awry in the
financial end of the project or any nodality that we
have approved; isn't that correct?

MS. LUSSON: The Comm ssion could cease a rider
but we don't want you to go down that road. W
don't think you have the authority to grant it in
the first place.

COWM SSI ONER O CONNELL- DI AZ: | think that's kind
of the rider issue. "' m not getting into a
di scussi on about that because | have a different
opi ni on.

| think the Comm ssion's order in
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several cases, but in order to conmply with federal
| aw, when are we suppose to start doing this? |'m
m ssing, and | think your argument is at m nimum
it's okay for Illinois that we should not be moving
forward with regard to these smart grid
t echnol ogi es. Smart grid -- is it because | think
we're not as smart about it as we should be and
we're really on a |l earning curve?

The mandate from the federal governnment
to get going, so the conpany chose to a rider to
ef fectuate that. It calls for a workshop process.
It's not going to be just the conmpany deciding this.
The Comm ssi on has oversight. Parties have input.
How do we get the balloon off the ground?

MS. LUSSON: A couple of points in response.

The federal |aw says the Comm ssion should
i nvestigate and should investigate by December of
2009. Absolutely, we agree. W agree that, you
know, we are not attenpting to endorse any sort of
| ubric position here. W are as interested in
technol ogy as anyone. W think there's a way to do

it and there's a wong way to do it.
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The process that Com Ed has set up we
believe is extrenmely conmplex, violates the |aw and
sort of hands you the responsibility for determ ning

what's prudent and it changes the entire regul atory

conpact .
COWMM SSI ONER O CONNELL- DI AZ: It's prudent on a
regular basis. Wiy is this any different?

MS. LUSSON: But you are required to give

pre-approval to this Phase O when we have costs and

benefits that are -- if | could find the quote this
is how Com Ed has described the costing benefits
anal ysi s.

First of all, Com Ed witness Sally
Clair indicated that she could not guarantee that

t hese nunbers weren't going to stay the sanme. The
cost again is estimted at

$60 mllion, but she testified that this is only at
the request for information stage, the RFI stage.

To get solid nunbers, you need to go to the request
for proposal stage, the RFP stage. That hasn't been
part of this docket. So we were a bit perplexed

when the proposed order said smart grid is
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uncertain, the costs and benefits are uncertain, but
the Phrase O nunbers | ook good. That just isn't the
case. The record doesn't support that.

For exanple, again, it's at the RF
st age. She coul dn't guarantee the cost wouldn't
change and the cost she indicated to change is based
on the functionality requirements and the
engi neering specifications that are requested, so
dependi ng upon if you want 15-m nute increments of
information or 30-m nute increments of information,
that all changes the dollar figure. Also, those
nunbers did not include necessarily it costs in
them so there are all sorts of uncertainties
associ ated with this cost benefit analysis that
don't enable you to actually say this Phase O
project is prudent.

In their brief on exceptions the
conpany said -- one of the things they indicated
from the proposed order that they disagreed with was
that there needed to be -- needed to be added to
the proposed order needed to be some conclusion at

Phase O that Phase O was prudent, and to that extent
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the company is right, the problemis you would have
to make the conclusion that Phase O is prudent.
This record doesn't allow you to do that. There are
just too many uncertainties associated with the
costs and the benefits.

COWMM SSI ONER LI EBERMAN: | guess | have two
guesti ons. One is just sort of informational.
Li stening ny coll eague has to catch a plane --

COWM SSI ONER FORD: Sorry.

COVM SSI ONER LI EBERMAN: Three of us are having
so much fun

The prudency question nmy understandi ng

what M. Rippie just said | thought was that the
prudency question when they came to put the money in
the rate base the Comm ssion could determ ne

prudency at that point that in the rider they

were - -
MS. LUSSON: That's not what they said in the
testinmony. This rider --

COMM SSI ONER LI EBERMAN: Did I m sunderstand
hert?
MS. LUSSON: Ri der SMP requires you -- because
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here's the problem  You are starting to assess
charges to ratepayers for plant that isn't yet
proved to be prudent used and useful. That's
against the Illinois |aw.

Now you tal k about wanting to fulfill
the investigation requirements of the EI SA. | know
you are concerned with that, but that law, just to
be cl ear, does not say you have to start at the
point of the smart grid, and you do have an
obl i gati on. In addition, to studying this, you do
have an obligation to follow Illinois |law on how you
i ncorporate plant investment into rates.

COWM SSI ONER LI EBERMAN: Let nme ask you one ot her
guestion just quickly. There does seemto be a | ot
of testimny about potential benefits and the scale
of the potential benefits, and I didn't really see
peopl e di sagreei ng about the potential benefit of
doing this.

| mean, to the extent that this is
framed as a pilot, that is a |learning exercise, and
to understand it so that all of us can get

information as to how this would work in the future
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and to reduce the uncertainty around what those
benefits m ght be in the future, does that give it a
different tone to you as a pilot?
| mean, | understand the SMP. I
t hought the discussion of what the benefits of the
smart grid was fuzzy frankly, but the concept of the
pilot, the concept of |earning, the concept of
under standi ng, so we all have a better sense, it
struck me as having potential if you could coment.
MS. LUSSON: You know, obviously there's a
purpose for pilots. It's a simlar experience. You
| ook at the results. The schedule laid out in the
proposed order doesn't allow you to do that.
Secondly, you still have that problem
of charging ratepayers for that pilot for an
i nvest ment that hasn't been proven to be prudent
used and useful, and that's the big hurdle here, and

et me just add in the AARP testinmny, M. Ralph

Smth indicated that in Colorado -- first of all,
Com Ed, as | said, invested 900 -- and | believe
it's 916 mllion in investments in 2006 construction

expendi tures. Here we are tal king about Rider SMP
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generating $9 mllion.

Now keep in m nd you are about to raise
this conmpany's rates considerably based on new
revenue requirements set. That's a new cash flow
source, and getting back to M. Smth's testinmony,
what happened in Colorado is after a coll aborative,
the company utilities got together and explored
ot her fundi ng sources.

If this company is uncertain about
t hese projects, and they are, clearly because
they're asking you to change the way you incorporate
pl ant into rate base, then it should explore other

fundi ng sources, but it has the ability, it has the

capital, unlike ratepayers, to do that. It can go
to the capital market. It can use
internally-generated funds. There's -- it's apples

and oranges in terms of who has the ability to fund
smart grid, the ratepayers or Com Ed, especially
when you are tal king about project Phase O. They're
t al ki ng about collecting $6 mllion for Rider SMP.

| mean, comparing that with how much

they typically spend in construction expenditures,
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it's a no-brainer.

COMM SSI ONER O CONNELL- DI AZ: Ms. Lusson,
woul dn't you suggest these are a little bit
di fferent than ordinary construction costs that we
see in every rate case?

MS. LUSSON: Well, neaning the Phase O
i nvest ment ?

COMM SSI ONER O CONNELL- DI AZ: Just the whole
thing. Ten years ago we didn't have smart grid
consi derations. W do now, so there's a |lot nore
known about it and it is hard to get your arns
around what the projects would be, what their
col l aborative would come up with, the projects that
should go forward, but that's why the design of this
particul ar rider gives the Conmm ssion authority to
| ook at it and give it a thumbs up, thumbs down
based on each project before any expenditure.

MS. LUSSON: But, again, | have to go back to the
fact they have proclaimed this project
di scretionary, not necessary for the provisions of
basic electric service.

You have AARP standi ng here saying that
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or actually I'm here on their behalf as well.

COVMM SSI ONER O CONNELL- DI AZ: They use the term
“"luxury." | think they use the term "l uxury."

MS. LUSSON: Ri ght . They represent a customer
class that may not be interested in anything beyond
basic service.

COWMM SSI ONER O CONNELL- DI AZ: | guess |I'm
interested in the future and the future that's good
for our state, and so unless we do some weird
pro-active things on policy considerations, | don't
know how we get to the other part of the coin.

MS. LUSSON: And just to respond briefly to that,

we are as interested in new technol ogy as anyone.

Again, I'mnot trying to be alevin.

COWM SSI ONER FORD: | just want to interject that
| think I have said this before, but | remenber the
Ti mes Magazine -- no, the New York Times did a

survey and said that our infrastructure and
everything that we did was worse -- was Third Wrld,
so when | see new innovations and new technol ogy
that will benefit us, and you reference the fact

that it was 960 mllion, but you got to remember
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that 960 mllion is construction due to liability
and that is what we had.

When | canme on this Comm ssion, Com Ed
came to us and said they were going to be reliable
and that is what | look for in electrical service
now.

You also reference the fact that people
-- | mean, wi thout a foundation and under-earning
when you build a home you have a budget. Well, when
you have a budget, there's oftentimes overruns, and
| don't think there's been any construction in the
City of Chicago that there has not been an overrun,

and that is the reason | think they want to cone in

and say we have this overrun, will you pay for it.
Oftentimes -- how much was the overruns

for MIlennium Park? 400 mllion. If you come to

us -- if they had come to us, |I'm sure we would have

not agreed to that overrun.

MS. LUSSON: |*'m glad you nmentioned the liability
because | think that's something that we need to ask
and explore in this collaborative proceeding. How

does smart grid fit into the concerns about
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reliability? W don't know that yet. Com Ed wants

rat epayers to start financing it. There may be nore
customer liability concerns if ratepayers would
happily incorporate into rates. If it's a prudent

investment, we don't know that.
Again, Com Ed is placing all of the

risk associated with these uncertain smart grid
t echnol ogi es, which, again, are so ill-defined that
they're placing to it, on the backs of ratepayers,
the parties that can |east afford to finance it.

CHAI RMAN BOX: Ms. Lusson, we are going to nove
on. | have one question for. l"mtrying to
di stingui sh between your argument that they're a
| uxury or they're not needed, but if the conpany
woul d go ahead and make these investments and then
come in on the next rate case and include those,
woul d you say that was acceptable or that these are
| uxuries or other things people can't afford it, not
| east cost, so, therefore, it should not be
al |l owed?

MS. LUSSON: | think that's the beauty of

traditional ratemaking. The conmpany nmakes an
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i nvest ment . It does the assessnent. This is a
prudent investnment. WIIl we be able to recover
their rates when we cone in for our next rate

case because it

Comm ssi on - -

CHAI RMAN BOX:

better be prudent

or the

| "' m asking you wouldn't that

prudent environment for nmeters?

MS. LUSSON:

It depends. We don't

know yet .

we just don't know. We don't know enough about

Phase O. We don't know what the engineering

standards are going to be.

We don't

know wher e

this -- the experinments are going to occur and

what portion of

Com Ed's service territory. W

be

in

a

don't know the cost. That $60 mllion figure again

is very, very --
"illustrative."

total figure is

a figure we don't

Com Ed used the word

It's an illustrative figure.

The

illustrative and the $60 mlli on

know, so we don't

know if it'

S

is

going to be prudent until they make the investnent

and then you see what

And

O Connel |l -Di az,

is used and useful.

in terms of Conmm SssSioner

under stand your

poi nt

about
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wanting to |l ook to the future, but given what the
evidence in this case says that Com Ed -- and Com Ed
clearly admtted it up front, these investments are
beyond basic electric delivery service. They're not
necessary for the provisional electric delivery
service.

So given the definition that we have in
the Public Utility Act that rates shall reflect the
| east cost, |east cost reliable service, one of the
t hi ngs that needs to be exam ned, and M. Stoller
stated this in testinmony, staff really believes in
their testinmony that one of the things that need to
be exam ned is whether or not that definition of
basic electric service needs to be changed. That's
certainly something that should be considered in a
col |l aborative proceedi ng, but you can't do it now
with the Iaw that we have in Illinois and with the

definition of basic electric service you have.

COWM SSI ONER O CONNELL- DI AZ: | guess we could
sit all day and argue about that point. Isn't that
the essence of rider recovery there will be analysis

done by the Comm ssion and, in this instance, the
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anal ysis would be before a project is approved or
any money authorized to flow through to the

rat epayers? So how does that not work? MWhy is it
better in a rate case?

MS. LUSSON: It is better because with the rider
you are -- when you issue this order in Septenber,
you are saying Phase O is prudent, and you can't
make that determ nation yet. You know what, Com Ed
can't make it. They weren't willing to make it,
which is why they came up with this rider proposal.
We are uncertain about the investment. W are not
sure that when we come to file a rate case that
we' |l declare this used and useful and prudent, so
we have -- actually they use the word creative
fundi ng source Rider SMP. Here it is. If you want
smart grid, this is the way you are going to have to
do it. They sort of got the gun to your head saying
you want smart grid, this is the way we have to do
it. That doesn't have to be this case.

COWM SSI ONER O CONNELL-DI AZ: |In a rate case, as
t he Chairman asked, woul dn't you make the same sort

of claimwith regard to this is not |east cost, it'
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not (sic) basic electric service? Wy do it and
rat epayers shouldn't pay?

MS. LUSSON: Not necessarily. You nmean if the
definition wasn't changed?

COWMM SSI ONER O CONNELL- DI AZ: | mean, there's a
| ot of unknowns and | accept your position it isn't
known as to what it would cost in the rate case that
t he Chairman just asked you.

MS. LUSSON: Right. That's the beauty of
traditional regul ation. It requires the conpany to
sit down and analyze, get RFPs, not FRIs, to

determ ne what is a good cost, what is a responsible

price for a project and all with the goal line in
mnd of will this be declared used and useful. Sonme
day I will have to cone to the Conmm ssion and have

this included in the rate base.

COWMM SSI ONER O CONNELL- DI AZ: Well, it would be
some day. It would be every year they have to cone
in |I'msure on cost expenditures before the project
was aut hori zed. | still mss your point.

MS. LUSSON: The point -- thank very nmuch.

CHAI RMAN BOX: Thank you.
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Next will be BOMA, Building Operators
and Managers Associ ation of Chicago, M. M chae
Munson, M. Munson.

MR. MUNSON: Pardon me, M. Chairman. It's the
Bui | di ng Owners and Managers Associ ation of Chicago.
| want to correct that for the record.

CHAI RMAN BOX: Bui | di ng Owners.

MR. MUNSON: Yes.

CHAI RMAN BOX: That's what | thought.

MR. MUNSON: A hundred year old association.

(Laughter.)
CHAl RMAN BOX: We'll take care of that.
ORAL ARGUNMENT
BY
MR. MUNSON:

Suffice it to say, we have a little bit
of a different view although we do suspect that
there's some prudent points here. | want to go back
to this really quick because the foundation for
smart grid. BOMA members span non-residentia
customer classes, so we have got to be careful with

what we do from a policy perspective, from our
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perspective, but the vast majority are contained in
the top three of those rate increases over tine.

Now t his exhibit was unrebutted
information is unrebutted as well. Mor e egregi ous
are those comercial buildings that were al
electric even though everybody wants to kind of
sweep that under the rug.

Look at the record, | ook at our briefs
on that issue, because it was woefully discussed in
the order and didn't seemto really address the
i ssue or the evidence contained in the record, nor
did it address the potential discrimnatory
treat ment between why is it allowed for residentia
customers. Clearly they're differentiated. There's
a cost-basis deferential. Wiy is that different for
commerci al buildings? Clearly though, regardl ess of
what you think, the cost of doing business in
Chi cago or conducting non-profit opportunities, or
going to church in BOMA menber buildings, in
churches, that has increased. That is a fact. That
has increased nore than any other customer class for

t hose BOMA menmber buil di ngs.
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Now so why would we, as BOMA nembers,
support the adoption, even conditionally, of Rider
SMP in this case when we have been kicked around for
the |l ast ten years? You know, well, a couple of
reasons. One we support the inmplenmentation of smart
grid because we think that the devel opment is
crucial to attracting, retaining, and doing to
business in a city that is growing in international
focus and stature undeni ably.

Besi des with advances in this
i nformati on age, BOMA Chi cago respects and
understands the rate base treatment issues and
submt though that this is going to happen anyway
t hrough inertia.

Ri der SMP sinmply provides a basis to do
it sooner rather than later and to do it right. W
are -- BOMA supports the recommendati ons by staff in
this to do a pilot, particularly when this is going
to cost a billion dollars of our money. Do it.

Proof it out. See what it is.
There's a couple of things that need to

really be clarified here. W have got to really be
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careful because we have got to get a | ot nore
focused as we do this, we should do it right. W
need to separate out conpetitive functions, monopoly
functions, hardware, software.

We want Com Ed to provide the
infrastructure and do what they do best, install,
operate the distribution system but stop right
there. Any val ue-added services, what the
information is suppose to be used by, that's where
the benefit of the smart grid is and that is not
housed in the nonopoly utility.

We are saying that we need -- in the
order we need three things to clarify and there's
simply one is recognition that information is what
makes it smart. That is tantamount. The
information is the inmportant point.

The second is we have very different
opi ni ons on what specifications AM is requiring.
We don't need that much -- we don't need that nuch
sophistication in the meter. Once you get the
information to the Internet, you have all the

sophi stication ever avail abl e. You don't need it
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housed at the nmeter. We need a reliable |ow cost
met er .

OCkay. We can help determ ne what those
specifications are, and maybe that's not the right
solution, maybe it's something that requires sonme
control, but that's what this pilot process.

Third, BOMA Chicago has been out in front
of this issue. As a result of this, we are |eaders
in energy efficiency. W are |leaders in demand
response. W are very sophisticated customers and
don't be fooled by these other industries out here.
We want and we have requested how do we fix this,
how do we fix our discrepancy, because we are sure
not getting relief. No of fense. We are not getting
relief fromyou guys either, so let's control our
own destiny and give us the information we need to
be able to conpete in a conmpetitive environnment.

As such, we want to participate. W
want to participate in this pilot process and
participating will be a maximum up to 5 percent,

5 percent of the amount of meters that are set to be

depl oyed for Phase 0. W don't know what Phase O is
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going to be. W know what we like it to be, and

that's here.

Now to respond to some issues on
t hat --
COMM SSI ONER O CONNELL- DI AZ: When you say
"here," you mean Chicago?
MR. MUNSON: Downt own busi ness district.
COMM SSI ONER O CONNELL- DI AZ: \What about coll ar
counties?

MR. MUNSON: They can participated, too. They
can be under 195, 000.

COWM SSI ONER O CONNELL- DI AZ: " m only joking.

MR. MUNSON: Comm ssioners, | think we can help
in the pilot process. W can help decide rigorously
what investments are prudent for those McHenry
County residents. | support providing it for
residential customers. | just want to do it right.
| want it right the first tinme.

So we are not asking for anything

speci al except to control our own destiny on that
issue. \Why else do it down here? You need a

communi cations network. We already have one. It's
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call ed the Internet.

Second, nmost buil di ngs down here
al ready have smart grid housed within their
buildings. They're called building automati on
system You know an engi neer can renotely access
perhaps this building and change the operations,
change the mechanical systems, change tenperature
control points. There are open Internet protocols
al ready existing in the conpetitive market. We want
to conbine that. The only thing that these
engi neers are mssing is access to their own
information to be able to make efficient decisions.

Today we have got to buy an interval
meter that comes once a nmonth. That's one of the
reasons we support these meters. You are not
necessarily sure what you are going to get, a half
hour . It's not very robust.

We want to participate and require that
what ever infrastructure that Com Ed conply with
their own rules, their own chosen RTO/PJM rul es for
demand response.

Let nme just put on just this --
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CHAI RMAN BOX: You are way over your tinme.

MR. MUNSON: Well, et me make this final point
if I may.

CHAI RMAN BOX: You are infringing on
M. Townsend's m nute.

MR. TOWNSEND: "1l have to speak even nore
qui ckly.

MR. MUNSON: Now t he i mportant point is this.
Here's why | think it is the nost inmportant reason
to do this. This is a supply curve, fairly fanmous
supply curve graph. No one really disputes this
concept . Bottomis quantity, |oad, |oad increases,
price increases, and in the PJM area of ComEd it's
the dispatch price of a unit, nuke, nuke (phonetic),
cold, cold, and then it takes a sharp turn when the
| oad gets really high in the summer.

The point is we are able to nove the
load from Qto QDR, and this is explained in the
third attachment that you have in front of you, we
can gain the benefit that's contained in that
vertically shaded area.

The benefit to society is found in the
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price reduction, the big piece, because we are
movi ng the price down. That's why people in MHenry
County should want to participate in this because we
have the ability or at |east see if we have the
ability to affect price. Thank you.
CHAI RMAN BOX: Thank you. Next is M. Townsend
f or REACT. You can proceed.
ORAL ARGUMENT
BY
MR. TOWNSEND
Thank you, Comm ssioners. Thank you
Chai r man Box.
(Laughter.)
REACT originally flat out opposed a
Ri der SMP for many of the reasons that M. Box
identified about. REACT does not object to the
process that's set forth in the proposed order as
|l ong as two additional issues are addressed in the
formal and informal proceedi ngs.
First there should be recognition that
customers in the over 10 nmegawatt cl ass previously

i nvested their own noney in various types of
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advanced technol ogies for which Com Ed now seeks
guarantee before the fact recovery of those costs.
No one disputes the fact that these customers have
i ncurred those costs and that the system al ready has
benefitted from them maki ng that investment.
Second, the Comm ssion should insure
t hat these new prograns are not given an i nmproper
conmpetitive advantage to Com Ed or any Com Ed
affiliate. Those are two additional issues that we
bel i eve should be addressed in the process.
We are provided with | anguage in order
to be able to tweak the proposed order to include
t hose but so |long as those are included we think
that the process set out in the proposed order is
reasonable. Thank you.
CHAI RMAN BOX: Thank you.
Chi cago Transit Authority and Metra.
ORAL ARGUMENT
BY
MR. BALOUGH:
Thank you. Ri chard Bal ough appeari ng

on behalf of CTA and Metra, both of whom conprise
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the railroad class.

We oppose Rider SMP both as filed by
Com Ed and as nodified by the proposal for the
foll owing reasons: One, Rider SMP originally
proposed starting to implenment a smart grid before
the concept is fully defined.

Second, Rider SMP, as originally
proposed by Com Ed, allocates the cost of the system
moder ni zati on projects based upon demand rather than
all ocating the costs based upon new benefits from
the system i nprovenments.

Three, the railroad class does not
benefit from the projects proposed by SMP, and,

t herefore, would be paying for projects for which it
receives no benefit.

Four, the review process proposed by
Com Ed would require nultiple proceedings in which
the CTA and Metra woul d have to participate thereby
drai ni ng resources.

Fifth, the proposed order
i mpl ementati on of Phase O does not benefit the

railroad class because at nost only one nmeter would
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be installed at either CTA or Metra facilities.

Si xth, the proposed order |eaves until
the compliance filing such questions as how the cost
of Phase O would be recovered with no opportunity
for intervenor input.

As stated earlier, the CTA/ Metra
provides mass transit service. The CTA is the
| argest provider of mass transit in North America
and is one of the |argest customers of Com Ed.

Al t hough the CTA and Metra receive delivery service
from Com Ed for multiple uses, the focus of
receiving that has been on our traction power, that
is the power and energy that is used on the third
rail to nmove the transit cars fromthe CTA and for
Metr a.

Com Ed provides power to the CTA and
Metra at traction power substations which are
operated by the CTA and Metra. The CTA systemis
operated as a unified integrated systemwith its own
scan (phonetic) of networks. Its operators are in
direct contact with Com Ed and, for exanple, cannot

open a breaker at the substation wi thout Com Ed's
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perm ssion. This is why Com Ed's proposals system
moder ni zation projects have little to any benefit to
the railroad class. The class itself operates as an
i ntegrated system

As to the Phase O recomendation in the
proposed order, it offers no benefit to the railroad
class. The benefit of the AM devices to be
install ed under Phase O were described by Com Ed
wi t nesses those benefits include, one, AM allows
Com Ed to read meters remotely. This is the
benefit. This is not a benefit to the railroad
class since its meters already are read renotely.

Second, Com Ed's says AM provides data
to customers on a tinely basis. Again, the CTA and
Metra maintain their own status system As a
result, they have real-time informati on of the data
and operation of their system

The third benefit that Com Ed said was
AM supports honme networks. The CTA and Metra do
not need home networks. They have a nore
sophi sticated status system for monitoring of

el ectric uses. Com Ed says that AM includes | ow
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limted switches to support demand responses.

The CTA is constantly seeking ways to
conserve power and energy. We have recently
ordered, for exanple, new train sets that generate
electric power when they're breaking, for exanmple,
because the CTA and Metra nmust meet the conmuter
demands. There are limtations on how the railroad

class can react to load-limting swtches.

Com Ed says that AM enables it do read

meters renotely when custonmers nove and to turn on
met ers when a new customer noves in.

The CTA and Metra do not on a regul ar
basis nove their transit power substations. Even

Com Ed places an AM device at one of the CTA or

Metra traction power substations as part of Phase O

it will have no real benefit to either the CTA or
Metra, thus, it is inappropriate for either Rider
SMP or rider smart grid to allocate costs to
custonmers such as the railroad class who do not
benefit from system i nprudence or the smart grid.
Lastly, Com Ed has not denonstrated

that the AM devices are needed, that the devices
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they want to install are conpatible with the
undefined smart grid, that the AM devices they want
to install today will not have to be replaced or
significantly changed in the future when we do know
what we want smart grid to ook |like. Thank you.
Any questions?

CHAI RMAN BOX: M. Bal ough, earlier we tal ked a
little bit about the | anguage in our |ast case '05
about the public policy asking Com Ed to take a | ook
at that.

Woul dn't this be the same thing we are
asking Metra and CTA to take a | ook at the big
pi cture and potential benefit on the whole smart

grid and to take that also into account?

MR. BALOUGH: We agree smart grid should be
| ooked at, maybe the smart grid should be
i mpl ement ed. Our concern is two-fold: One, the
smart grid has not yet been defined. If you | ook
at the definition --

CHAI RMAN BOX: | think | understand | think of
the big policy issue.

COWMM SSI ONER FORD: Greater good.
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CHAI RMAN BOX: A greater good.

MR. BALOUGH: That's correct. And the other
thing is Rider SMP, as it's proposed, does not take
a system whereby you track the benefits and the cost
to the customers that are paying the costs, so, in
essence, what they're doing they're asking us, since
it's going to be based on a demand basis and we are
one of the larger customers, we would be paying a
di sproportionate share of the devel opment of the
smart grid w thout know ng what the benefits are.

| f you did something and you all ocated
costs based upon the benefits or, you know, the
difference between the rider and what would happen
| ater on in the rate case, these costs would be
all ocated through the customer through their cost
al l ocation studies to the appropriate class paid
for. Under the rider, that's not done and it's
all ocated on a demand basis instead and that's one
of our main concerns.

COWMM SSI ONER O CONNELL- DI AZ: So it is Metra and
CTA's position in the other instance that the

chai rman was just asking you about there's certain
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societal costs that we all have to pay for at sone
point in time that should be exclusive and in this
instance with regard to this smart grid you should
not be a participate in that effort?

MR. BALOUGH: That's not what we are saying. W
think there should be a careful |ook at what smart
grid is and then make intelligent decisions, You
know, especially in technol ogy.

The first mover in technology is not
al ways -- that's not always the right nove and it's
not always a successful one, and that's one of our
concerns that we are talking about installing AM
devices right now that we don't know what the whole
grid is going to look like, and if you | ook, | think
it's even in this week's Busi ness Week, there are
concerns by Excel, for example, out in Col orado as
to whether or not they're installing -- is the
proper thing being install ed.

| think you need to take a careful | ook
at and then have an inmplementation after we all know
what it is.

COMM SSI ONER LI EBERMAN: | bought a PS-2.
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(Laughter.)
CHAI RMAN BOX: It's been a |long day. We have one

more presentation from CUB, Ms. Soderna.

ORAL ARGUMENT

BY

MS. SODERNA:

Last, but not least. Good afternoon,

Chai rman, Comm ssi oners. My nanme is Julie Soderna.
| represent the Citizens Utility Board.

Whil e CUB believes that smart grid
technol ogy will essentially provide great benefits
to customers if inmplemented correctly, we nmust not
put the cart before the horse.

For all the reasons articul ated by
Ms. Lusson and others guaranteeing Com Ed recovery
Phase 0 costs through Rider SMP before a strategic
pl an for deploynment of smart grid is even in place
puts Com Ed customers at significant risk.

But aside from the cost-recovery issue
with smart grid, CUB recognizes that a true smart
grid could enable the expansion of a demand response

and energy efficiency programto change custonmer
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| oad shapes and improve utilization of the existing
network resulting in |lower bills to customers;
however, the proposed order gives Com Ed the green
light to inplement Phase O at high performance
before the specific technol ogy has been denmonstrat ed
to meet established functionality requirements and
before a long-term strategic smart grid plan is in
pl ace.

CUB respectfully submts that the
Comm ssion should assert its regulatory authority to
i nsure that appropriate, cost-effective enhancenment
of the electric grid optimzes the interest of and
reduces the risk of custoners.

To accomplish this, CUB witness
M. Ron (sic) Cohen recommended that a stakehol der
col |l aborative process be initiated to create a
strategic plan and a checklist for any future smart
grid investnments.

The proposed order correctly agrees in
| arge measure with M. Cohen's recomendation to
analyze the costs and benefits of AM and the smart

grid technology in the context of a collaborative
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process. | f conducted properly, this process wil

insure that costs are justified to maxim ze

potential benefit. CUB comends the proposed order

sought for analysis in this regard, however, in

order to facilitate a process that achieves the

desired results, the Comm ssion should specify that

t he technol ogy chosen to inplement Phase O nust
include at a m ni mum established functionality,
capability, and interoperability requirements.

CUB recommends that the Comm ssion
revise the proposed order recomendati on, which
currently provides for two separate workshops, one
for Phase O and one for a broader smart grid issue,
and instead create one conprehensive coll aborative
wor kshop that will lay the groundwork for a truly
smart grid.

Any delay in the inmplementation of
Phase O would be worth the wait to insure that we
get the smartest grid possible that provides the
most benefit to consumers at the most efficient
cost .

The Comm ssion must engage in a
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ri gorous planning process because it is inperative
that we get this right the first time. Thank you.
Any questions?
CHAlI RMAN BOX: Are there any questions?
(No response.)
Thank you very much. M . Rippie.
MR. RIPPIE: Thank you.

CHAI RMAN BOX: You don't have to use all your

time.
MR. RI PPI E: "Il try not to, but, as someone

said, | have ny doubts.

REBUTTAL

BY

MR. RI PPI E:

| should have known better, but |

confess, Comm ssioners and Chairman Box, |I'm

slightly perplexed. Com Ed is proposing something

t hat has two goals. It's the two goals that | have

identified at the beginning of the presentation.
It's proposing what it believes to be a vehicle to

allow smart grid initiatives that you review and

deci de are adequately docunented, adequately certain
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meet whatever criteria the Conmm ssion chooses to put
in place and approved, and it allows us to put them
into effect without being in a position where the
best we can cone out is even and with, at al
l'i kel'i hood, and, in fact, almst certain work we are
going to | ose noney because we are not going to earn
a return while we are doing it; noreover, we are
going to be in a situation that as the attorneys who
argued against this proposal so beautifully
illustrated, we are going to get attacked when we
come back and try to put this into rate base.

The regime that the opponents of this
rider ask you to try to foster smart grid under is
t his. | was quite surprised when Ms. Lusson said
it's Com Ed's responsibility to determne if an
investment is prudent and reasonabl e. No, it's not.
It's your responsibility to determne it's prudent
and reasonabl e.

What's the difference between our
position and the AGis we are saying it's better for
the state if you tell us that ahead of time.

They're saying take the risk, Com Ed. Figure it out
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for yourself, Granted after some workshops, but the

monkey is entirely on your back, and if you decide

to invest and it's not 60 mllion, it's only 60
mllion for Phase O. It's up to a billion. I f you
decide to invest, we'll have you free to cone in

after the fact and second guess that and make al
the argunments, many of them contradictory, you've
heard today.

Now Ms. Lusson says it's wrong to do
t hi ngs before the fact. The conmpany has to make the
decisions and traditional regulation is celebrated
in that regulation. You come in after the fact and
tell us what we have done is right or not, but
Ms. Soderna points out that there's a whole | ot of
t hi ngs she wants to tell us to do ahead of tine.
She wants specific requirenments on the technology to
be i nposed by you ahead of tine.

| suggest the right solution is this.
| f when a project is proposed to the Conm ssion you
deci de that there are appropriate technol ogi cal
rules, that there are meters that you want in the

technol ogy, tell us. That's what we are asking for
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in Rider SMP. It will avoid wasted noney and it

wi Il get the job done. Now is that remodeling a
house before you have a whole plan? | don't think
So.

| take the analogy a little bit
different. | buy a house that needs rempdeling and

it's a fixer-upper, maybe it's out of a rehab

programin the city, and | identify ten things that
are wrong with it. It needs a new roof. It needs a
new bat hroom It needs new pl umbing. It needs a

new el ectrical system

The way Com Ed wants to proceed they
want to identify the nmost inmportant things first and
come into this Comm ssion and explain how we are
going to solve the nost important thing. You wi |
tell us we agree, we don't agree, or you need nore
study, or maybe you got a couple things with the
next thing, but that's your call.

The opponents to Rider SMP want to say
don't come in and tell us we have got to fix the
| eaking water until after we figure out how we're

going to fix the roof, how we're going to fix the
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bat hroom how we are going to change the cabinets
and everything else the project needs.

| agree we don't know what the smart
grid will ook like in ten years. No one knows, but
the solution is not to wait and deny yourself a tool
while we try to figure that out and, after all,
that's what Rider SMP is. It's a wrench. If you
approve it, the wench is in your hands. You can
use it to enable a project or not as you may choose,
but if you don't approve it, that tool is gone and
all Com Ed has the opportunity to pay for it out of
its, | guess | would say, at-risk funds.

Now | do want to point out a couple of
t hi ngs. First, this investment is different than
traditional investments. Why? Much of the answers
are provided for you by the objectives. This is not
a situation where we have objective standards. It's
not |ike building a substation. There are
Comm ssion revi ewed-and- approved standards for
pl anning that tell us when a line is overl oaded,
when a transformer is warn out, when we need to

expand sonme feature of the distribution system
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This is, as we have frankly told you
from the very beginning, an opportunity to inmprove
service, to go beyond the bare m nimum and bring

the state benefits which no one deni es of

moder ni zati on. It's a way to not be elim nated
(phonetic). That, however, carries with it sonme
risk. Sorry. It carries with it some risk, and one

of the risks that it carries with it is that we're
venturing into unchartered territory, and what Ri der
SMP does is offers a new way of doing business. | t
proposes a coll aborative way of doing business where

we, all the stakehol ders, and you define how we get

t here. | would also point out these investments are
| arge. They're not just 60 mllion, they're much
bi gger, and | hate to delve in mnutia, but | wl

on one thing.

The chart that the Attorney General put
up it purports to show a surplus of funds. | would
only point out that that chart was relied upon by
none of their witnesses excludes fromthe bottom
I i ne nunber principle repaynment on debt. It only

includes the interest, and if the suggestion is
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seriously made that we can fund these things by
using cash that m ght otherw se be devoted to
principle repayment, | don't think that's
particularly a good policy; noreover, it only goes
t hrough 2006, and the evidence is clear that we
don't have the money or even the time when it wil
actually have to be invested.

Now there were criticisms that, absent
deni al Rider SMP, we don't have incentives to do
things right. W want to be careful, and with that
| would respond in a couple of ways.

First you have after-the-fact prudence
and reasonable review. What is proved in advance is
t he prudence of going forward with the project,
i.e., of making an investment in a given smart grid
technology. We do not receive advance approval of
t he prudence of the dollars actually spent, nor do
we receive approval of the reasonability of the
funds that we invest.

Now why are consunmers not protected by
what we invest? | don't want to delve too much in

the m nutia on that subject, but | would suggest to
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you this: Number one, you are going to review how
we cal cul ate the investnments.

Number two, | think it's a real stretch
to argue that Rider SMP should be rejected because
there's a risk that we are going to cook our books
to sonehow earn nore than our allowed return by
using creative accounting to modify that test.

What is a reality is that if we
invest -- and I'll go back to using the hundred
doll ar example -- if we invest a hundred dollars an
hour wi thout Rider SMP in one of these advanced
technol ogies, we will see zero dollars of return
until the next rate case comes about. That is the
best we can hope for is conplete recovery
eventually and, in the meantime, as M. Ratnaswany
poi nted out, for example, in another context on the
depreciation reserve in the meantime we recover
not hi ng.

The incremental investments that smart
grid demand above and beyond the nonies we will have
to invest anywhere in providing basic service,

don't -- simply don't allow that.
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There have been sonme questions about
the details of AM Phase O. Again, unless you have
guestions, |I'mnot going to spend a great deal of
time on it but point out that the briefs discuss
that in some detail and the evidence discuss that in
some detail .

We think there's sufficient evidence in
this record to decide that AM Phase O is
appropriate; however, it is not the conpany's
position that the right thing to do is to approve
Ri der SMP only for AM Phase O. As | believe
Comm ssioner O Connell -Diaz said, what would be the
point. We think the tool should be adopted
generally. AM Phase Ois a sensible first step but
it is not a |ast step.

REACT says that customers -- |arge
customers invest in their own smart systens as does
CTA and Metra. | certainly agree, but that doesn't
provide the kind of benefits that an integrated
smart grid provides, including, as several people
said, reductions in energy prices and environnment al

benefits which strangely the CTA thought were
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sufficient to justify payments before but not on
smart grid, and | guess | would also point out that
the rate design is a percentage of public

di stribution charges, not energy, but, again, that's
a mnor detail.

Let me sum up since | have got 40-odd
seconds. Let ne al so say, by the way, if you have
any questions on legality issues, M. House is
prepared to answer them | don't want to by summ ng
up take away from him

This is a new way of doing business.
It's a break fromtradition. It is intended to
insure that stakeholders are involved in the
deci si on- maki ng process and that you control the
deci si on- maki ng process. It is designed in a
bal anced way to protect our financial health while
al so delivering benefits to custoners and is
designed to insure that we can't over-earn.

It strengthens your oversight of what
we charge by giving you an after-the-fact review as
well as a before-the-fact review.

You face a policy decision, then I
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submt with the scale of commtnments that are going
to be necessary to make smart grid a reality, we
think it's necessary to find new ways to nove
forward. You have the authority to approve this as
a way to do that, to nove forward decisively with
smart grid technol ogy. You shouldn't |et that

opportunity slip by. Thank you.

CHAI RMAN BOX: Any questions for M. Rippie?
(No response.)
| know we have been here a long tinme.
Ms. Lusson, is there anything you would
i ke to add?
MS. LUSSON: Thank you, Conmm ssioner. | do
appreci ate that. Yes, just a couple of things
M. Rippie mentioned -- M. Rippie
made an anal ogy of a | eaky roof. Leaky roofs are
associated with basic -- kind of basic electric
delivery service that we are tal king about here.

Repairs have to be paid for, but what Com Ed wants
to do with Rider SMP is have ratepayers pay for the
sun roof, for the skylight, for the hot tub, and

t hose are obviously metaphors, but that's the
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probl em here.

They're asking you to make the deci sion

to go ahead and approve a funding mechani sm for

projects that they admt are discretionary, aren't

necessary for basic utility service, and they're not

even sure are prudent use and useful, and let ne
just add one other thing.

The | egislature made on real -tine
pricing in Section 15-107 of the act. I f you | ook
at that, there are very specific requirements that
t he Comm ssion had to make before it could pass on
just a tiny portion of those real-time pricing
meters, and in the Docket 06-0617, | urge you to
take a | ook at that order before making a decision
in this case. That | anguage is explored and the
results are discussed in that order, but the
i mportant | anguage is this. We are not saying that

smart meters are real-time pricing meters.

Com Ed accuses us of saying that that's

what we are saying. W weren't. What we are saying

is this, that Section 16-1-005, 107-85 (sic)

requires that the Comm ssion make this finding --
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the Comm ssion make its findings that the potenti al
for demand reductions will result in net economc
benefits, net econom c benefits to all residential
customers of the electric utility, so there, again,
was a very specific finding that the |egislature
said on just smart meters -- that smart neters,
whi ch you know, there's, as Com Ed said in their
reply brief on exceptions, no conparison to smart
grid technol ogy.

| f you had to conme up and determ ne net
econom c¢ benefit before you could approve any Kkind
of ratepayer funding or subsidization of those
meters according to 16-107, in that instance for
just real-time pricing meters, | certainly think
t hat that kind of a decision or conclusion would be
necessary for smart grid investnment and you can't do
that with this record.

| mean, Com Ed admts that because they
pulled all the projects at the end of the case. You
just can't. The costs are influx. They're based on
an RFI and not an RFP. There's just no way to nake

t hat ki nd of conclusion that the net econom ¢
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benefits are there and that all ratepayers --
including Metra, including AARP, our client, that
all ratepayers should pay for them and because
t hese investments will create discretionary
services, Com Ed has the ability down the road it
can recover costs for discretionary service for
t hose customers who are interested in buying those
services, you know, but you can't take ratepayer
funds and say, when Com Ed admts, the construction
projects that you want those ratepayer funds to
finance are not necessary for basic utility service
and they are discretionary and just go ahead and
assess those to ratepayers. Even if it's just a
pilot, it's opened a Pandora's box for taking
system noder ni zati on and handing the risk and the
financing responsibility over to the ratepayers.

COMM SSI ONER LI EBERMAN: Could --

MS. LUSSON: Thank very nmuch.

CHAI RMAN BOX: Thank you.

COMM SSI ONER LI EBERMAN: Could I just ask a
gquesti on.

CHAlI RMAN BOX: You could have about 2 o' clock,
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but go ahead.

COWM SSI ONER LI EBERMAN: She raised somet hing of
interest to ne. The real -time pricing case, what
the Comm ssion was asked to find and what the record
in that docket said, was that if people would reduce
demand to peak time, the price in the market would
fall and everybody would benefit. That's what we
found.

COMM SSI ONER O CONNELL- DI AZ: | think the
| anguage was potenti al .

COMM SSI ONER LI EBERMAN: But that was what the
testinony pointed out, and it strikes nme that we are
in the same boat here at some |evel. | mean -- to
steer your point, | mean the evidence in the record
i ndi cates the potential for significant reduction in
t he whol esale price which would, in fact, benefit
everybody el se. | guess that's what |'m struggling
with.

| understand the point you are making,
but it seenms to me that you have these potenti al
benefits which somehow need to become real before

they're of val ue.
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MS. LUSSON: The key words | think are net
econom c benefits and |I'm not sure we can even make,
and the conclusion that the potential is there for
the econom c benefits, given the fact that Com Ed
has said they cannot guarantee the numbers, and ny
point in reference --

COMM SSI ONER O CONNELL- DI AZ: | f they conme to us,
we have projected and we | ooked at each project and
what those costs are, so it would be the same type
of an analysis, it would be done in rate base, so
why is this different?

MR. LUSSON: It's different, because unlike a
rate case, they're comng in before and saying we
want to do this. |s that okay with you, call it
prudent and make sure ratepayers pay for it before
you know anyt hi ng about whether the project is used
and useful .

COWM SSI ONER O CONNELL- DI AZ: Every year they
| ook at those costs before they flow through to
rat epayers, so how does that work?

MR. LUSSON: The reconciliation, but this is what

t hey have asked for is a guarantee that the project
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will be put into rate base. That prudent
determ nation that conmes with Riders SMP is a
guarantee that the project will be put in rate base.
That's what we want here only the Comm ssion has to
provide it here each separate project, but now your
decision's only as good as the Constitution, or the
statute, or in this case the tariff, that you are
basing it on and this tariff is -- there's so many
holes in it you could drive a truck through it, so
it's creating -- it's undoing a hundred years of
i nvestment and rate recovery process that worked
well to nodernize the system

COMM SSI ONER O CONNELL- DI AZ: And | don't think
in a hundred years we have had the kind of energy
crisis that we are facing would you agree with that?

MR. LUSSON: | think that energy efficiencies and
the price of energy are certainly significant
concerns that need to be discussed within the
context of the collaborative proceedi ng and what we
need to know is how does AM technol ogy help us with
t hose issues. We don't know. We just don't know.

COWM SSI ONER O CONNELL-DI AZ: Well, mybe we need
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to have some nore discussion. Obvi ously, we need to
take some action as a society how we are going to
get our hands around this, and I'll just |leave it at
t hat .

MR. LUSSON: We just think there's a right way
and wrong way. We enbrace and encourage you and
support you in the idea in wanting to take action
and wanting to | ook at new technol ogy. There's a
right way to do it and wrong way to do it and this
rider process is illegal, and it's conmplex, and it
puts all of the risk on ratepayers instead of the
conmpany.

CHAI RMAN BOX: We'll leave it at that,

Ms. Lusson. Thank you.

MS. LUSSON: Thank you very much.

CHAI RMAN BOX: "1l assert some authority and |
want to thank everyone. It's been a very | ong
afternoon and | believe having everyone have their
say and |'m not cutting anybody off. Obviously this
has been very hel pful to ne.

This matter is set for pre-bench on

Tuesday of next week. The deadline is September 10th
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and

| oo

But

al

| think that's probably the day. W'IlI|l be

king for the final decision on Septenber 10t h.

with that, the nmeeting is adj
of the presenters.
COWM SSI ONER FORD: Thank you.

COMM SSI ONER O Connel | - DI AZ:

our ned. Thank al

Thank you.

(Wher eupon, the above

matt er

was adj our ned.)
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